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SECURITIES ACT OF 1933 
Rel. No. 5854/Aug 12, 1977 


INVESTMENT CO. ACT OF 1940 
Rel. No. 9889/Aug 12, 1977 


Withdrawal of Undertaking Required of Investment 
Companies 


AGENCY: Securities and Exchange Commission. 


ACTION: Amendment of Guidelines. 


SUMMARY: Because the expense of having a 
shareholder meeting to satisfy the undertaking 
applicable to certain investment companies to have a 
shareholders meeting within 180 days of the 
effectiveness of a registration statement under the 
Securities Act of 1933 for the ‘purpose of electing 
directors may not result In significantly increasing the 
protection of investors, the Commission announces an 
amendment to the Guidelines to delete the 
undertaking. 


EFFECTIVE DATE: Immediately. 
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FOR FURTHER INFORMATION CONTACT: Waiter R. 
McEwen, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol. Street, Washington, D.C. 20549 (202/755- 
4886). 


SUPPLEMENTARY INFORMATION: 


NOTICE IS HEREBY GIVEN that the Securities and 
Exchange Commission is hereby publishing an 
amendment made to the Guidelines for the Preparation 
of Forms S-4 and S-5 Including the Prospectus for a 
Management Investment Company (the ‘‘Guidelines’’) 
{IC-7220, 33-5259, June 14, 1972 [37 FR 12790] to 
delete the requirement that newly formed management 
investment companies registering securities under the 
Securities Act of 1933 (the ‘Securities Act’’) [15 U.S.C. 
77a et seq.] as amended by Pub. L. No. 94-29 (June 4, 
1975)] on Forms S-4 or S-5 [17 CFR 239.14, 239.15] 
undertake to have a meeting of shareholders no later 
than 180 days after the effective date of the registration 
statement under the Securities Act for the purpose of 
electing directors. This undertaking, coupled with a 
second undertaking to seek shareholder approval of the 
advisory contract at the first annual or special meeting, 
has the effect of requiring an approval of the contract 
and election of directors within such 180 day period. In 
its program to reexamine its regulation of investment 
companies, the staff has become convinced that the 
operation of the undertaking causes investment 
companies to incur the not insignificant cost cf an 
annual or special meeting without significantly 
increasing the protection of investors. The staff 
believes that the continued applicability of the 
undertaking in the Guidelines which requires such 
investment companies to have shareholders vote on the 
advisory contract at the first annual or special meeting 
will serve as sufficient protection of the rights of 
investors. 


Given that the withdrawal of the 180 day requirement 
may result in a longer period before shareholder 
approval, directors of the investment company, notably 
independent directors, should pay particular heed to 
their responsibilities under the Investment Company 
Act of 1940 (the ‘‘1940 Act’’) with respect to approval 
and monitoring of the advisory contract in the period 
prior to such shareholder approval. 


Further, in view of the 1940 Act requirements as to 
shareholder approval, the staff believes that such 
annual or special meeting should occur as soon as is 
possible in order to receive public shareholder approval 
while accommodating reasonable business planning. 
The staff believes that such meeting normally would be 
scheduled to occur within a year from commencement 
of the public offering contemplated by the registration 
statement. 
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Should persons wish to comment on or seek further 
information regarding the foregoing staff position, they 
may do so by contacting Walter R. McEwen whose 
address appears above, by telephone or in writing. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


August 12, 1977 





SECURITIES ACT OF 1933 
Rel. No. 5855/August 16, 1977 


In the Matter of the 


H.R. PROFIT SHARING PLAN OF PEPPER, 
HAMILTON & SCHEETZ 

123 South Broad Street 

Philadelphia, PA 19109 


File No. 18-4 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 3(a)(2) OF THE SECURITIES ACT OF 
1933 FOR AN ORDER EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS IN THE H.R. 10 
PROFIT SHARING PLAN OF PEPPER, HAMILTON & 
SCHEETZ (the ‘‘Plan’’) 


NOTICE IS HEREBY GIVEN that the law firm of 
Pepper, Hamilton & Scheetz, (‘‘Applicant’’ or the 
‘‘Firm’’), a Philadelphia partnership, has by 
application filed March 15, 1977, applied for an 
exemption from the registration requirements of the 
Securities Act of 1933 (the ‘‘Act’’) for any participations 
or interests issued in connection with Applicant’s H.R. 
10 Profit Sharing Plan. All interested persons are 
referred to these documents, which are on file with the 
Commission, for the facts and representations 
contained therein, which are summarized below. 


|. Introduction 


The Plan, as of September 1, 1976, covered 215 
participants, of whom 49 were partners, 44 were 
associates, and 122 were clerical, secretarial and other 
staff employees of Applicant. During the period prior to 
August 31, 1976, no solicitation of voluntary 
contributions was made and no persons other than 
partners of the Firm ever made voluntary contributions. 
The Plan is of the type commonly referred to as a 
‘*Koegh’’ plan, which covers persons (in this case 





Applicant’s partners) who are employees within the 
meaning of Section 401(c)(1) of the Internal Revenue 
Code of 1954, as amended (‘‘Code’’), and therefore, the 
exemption provided by Section 3(a)(2) of the Securities 
Act is inapplicable to the Plans. Section 3(a)(2) 
provides, however, that ‘‘the Commission, by rules and 
regulations or order, shall exempt from the provisions 
of [Section 5 of the Securities Act] any interest or 
participation issued in connection with a stock bonus, 
pension, profit-sharing, or annuity plan which covers 
employees some or all of whom are employees within 
the meaning of [S]ection 401 (c)(1) of the [Code], if and 
to the extent that the Commission determines this to be 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
[the Securities Act].’’ 


11. Description and Administration of the Plan 


The Plan was originallly adopted in 1968. The present 
plan, as amended to comply with revisions of the Code 
and ERISA requirements, has been in effect since 
September 1, 1976. Applicant has submitted the Plan, 
as revised, to the Internal Revenue Service for a 
determination that the Plan is qualified under Section 
401 (a) of the Code. Applicant contributes to the Plan on 
behalf of participants out of the net earnings of the 
Firm in an amount equal to 1 %% of each participant’s 
compensation up to the maximum compensation 
subject to Federal Insurance Contributions Act taxes 
plus 8 % of each participant’s compensation in excess 
thereof up to $100,000 of total compensation. Under the 
Plan, participants may make voluntary contributions to 
the Plan of up to 10% of such participant’s aggregate 
compensation for all years during which the person had 
been a participant, subject to certain limitations. By 
administrative rule voluntary contributions will be 
accepted only during the last two weeks of the last 
month of each quarter. 


Funds held by the Plan are invested in two collective 
investment funds maintained solely and separately for 
the investment of assets of the Plan. No funds of any 
other plan or person are commingled or invested with 
these funds. Assets of the Plan are divided between a 
discretionary fund having as Its objectives long term 
growth and low risk to the extent consistent with such 
long term growth and an income fund having as its 
objectives the long term preservation of captial, 
minimization of interim principal volatility and high 
current Income return. The Plan’s discretionary fund 
invests in equity securities of companies with a past 
record of consistency in growth of earnings and 
dividends, relatively high profit margins and ability to 
finance growth internally with little or no dependence 
on external capital sources. The portfolio of the 
discretionary fund will be managed by Cooke & Bieler, 


Inc., a registered investment adviser. The income fund 
will invest In agency bonds such as bonds of the Federal 
Home Loan Bank, bank certificates of deposit, bankers’ 
acceptances, commercial paper, convertible deben- 
tures, industrial and finance company bonds and 
United States Treasury bills. The portfolio of the 
income fund will be managed by The Fidelity Bank. 


Monies contributed by the Firm are maintained in an 
Employer Account; voluntary contributions by 
participants are maintained in an Employee Account. 
Each participant may direct that the partnership 
contributions allocated to the Employer Account be 
invested entirely in the income fund or partially in the 
discretionary fund and partially in the income fund. At 
the beginning of each Plan year each participant may 
also direct that the investment of voluntary 
contributions be allocated between the discretionary 
fund and the income fund In such proportions as he may 
desire. 


Administration of the Plan is in the following persons: 
the Executive Committee of the Partnership, the 
Committee appointed by the Executive Committee of 
the Partnership, a Plan Administrator, The Fidelity 
Bank which acts as Trustee to the Plan, and Cooke & 
Bieler, Inc. which acts as adviser to the discretionary 
account. The Executive Committee has the duty and 
authority to appoint and remove trustees, the members 
of the Committee and any Investment Manager. The 
Committee designates the investment policies, 
interprets the Plan and makes decisions with respect to 
distribution of Plan funds to the extent provided in the 
Plan. 


The Plan is subject to the provisions of the Employee 
Retirement Income Security Act of 1974 (‘‘ERISA’’) 
and Applicant will comply with all of the ERISA 
reporting and disclosure requirements. A summary 
Plan description, written in language understandable 
by the average participant will be delivered to each 
participant. A summary annual report will be delivered 
to each participant and persons currently receiving 
benefits. Each participant and person receiving 
benefits will be informed that the full annual report for 
the Plan will be available upon request. All reports and 
other basic documents relating to the Plans will be 
made available to participants for their review. Copies 
thereof will be supplied to participants at no charge 
upon request. Each participant will be furnished, upon 
request, not more than once a year, with a statement of 
his accrued and vested benefits under the Plan. An 
ERISA notice briefly describing to participants their 
rights to Information has been distributed. 


Applicant states that if the partnership were a 
corporation, Interests and participations in the H.R. 10 
Profit Sharing Plan would be exempt under Section 
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3(a)(2) of the Securities Act. Applicant further submits 
that the intent of Congress in excluding from the 
exemption plans in which self-employed persons were 
participants was to prevent the sale without registration 
of interests in pre-packaged plans offered by financial 
institutions to self-employed persons lacking the 
sophistication to protect themselves and their 
employees and that the provision permitting the 
Commission to grant exemption upon application was 
included in Section 3(a)(2) of the Securities Act to make 
available an exemption for partnership plans where the 
plan and the entity involved are comparable to 
corporate plans exempted by Section 3(a)(2). 


Applicant states that the Plan covers partners and 
employees of a single firm and assets of the Plan will 
not be commingled in collective investment funds with 
the assets of the plans of other employers. 


Applicant concludes that for the foregoing reasons, 
granting the requested exemptive order would be 
appropriate in the public interest, consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 15, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the application, accompanied by a 
statement of the nature of his interest, the reasons for 
such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed 
to: George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request shall be served personally or by 
mail upon Pepper, Hamilton & Scheetz, 123 South 
Broad Street, Philadelphia, Pennsylvania 19109, Attn: 
Allison Page, Esq. Proof of such service (by affidavit or, 
in the case of any attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Rel. No. 5856/Aug 18, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13872/Aug 18, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Rel. No. 20142/Aug 18, 1977 
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INVESTMENT CO. ACT OF 1940 
Rel. No. 9900/Aug 18, 1977 


Disclosure of Management Remuneration 
AGENCY: Securities and Exchange Commission. 
ACTION: Interpretation. 


SUMMARY: The Commission today emphasized its 
view that existing disclosure provisions of the securities 
acts require registrants to disclose in registration 
statements, reports and proxy and information 
statements all forms of remuneration received by 
officers and directors. Salaries, fees, bonuses and 
certain other forms of remuneration must be included 
within the aggregate remuneration reported. In 
addition, personal benefits received by management 
from the corporation, including certain benefits 
sometimes referred to as ‘‘perquisites,’’ may be forms 
of remuneration which should be included within the 
remuneration reported. This action is taken because the 
staff of the Commission has received inquiries relating 
to whether personal benefits are forms of remuneration 
and because recent cases brought by the Commission 
have revealed that some registrants have not disclosed 
personal benefits as remuneration. 


DATE: August 18, 1977. 


FOR FURTHER INFORMATION CONTACT: Linda L. 
Griggs, Division of Corporation Finance, (202/755- 
1750) or Glen Payne, (202/755-0230) Division of 
Investment Management, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: During the last 
few months, the staff of the Commission has received 
many inquiries relating to whether or not various 
personal benefits reseived by management from 
corporations should be included within the remunera- 
tion disclosure which is required in_ registration 
statements, reports and proxy and information 
statements filed by corporations under the securities 
laws. Some of these questions were prompted by the 
publicity given to recent cases brought by the 
Commission which revealed the failure of such 
registrants to include within the reported remuneration 
the value of various personal benefits received by 
members of management. 





1See, e.g., “SEC v. Potter Instrument Corp.,”” Civil No. 
77-0394 (D.D.C., filed March 9, 1977), Litigation Re- 
lease No. 7816 (March 9, 1977); ‘‘SEC v. Kneapler, et al.,”’ 
Civil No. 77-969 (D.C. Fla., filed March 25, 1977), Liti- 
gation Release No. 7854 (April 4, 1977); ‘SEC v. Ormand 
Industries, Inc.,’’ Civil No. 7910 (May 10, 1977), Liti- 





It is the view of the Commission that the existing 
reporting provisions? under the securities acts require 
registrants to include within the remuneration reported 
all forms of remuneration which are received by 
management from the corporation, including personal 
benefits sometimes referred to as ‘‘perquisites.’’ This 
does not mean, however, that all benefits received by 
management are personal benefits which must be 
reported. Certain incidental benefits which are ordinary 
and necessary to the conduct of company business, 
such as ordinary business lunches, and _ incidental 
payments made by the company for items which are 
directly related to the performance of management’s 
functions at the company plant or offices, such as 
parking places, may not be reportable forms of 
remuneration. All payments made by the company for 
personal benefits received by management which are 
not directly related to job performance, however, are 
forms of remuneration which should be Included within 
the reported remuneration. 


The Commission believes that this release will provide 
some guidance to registrants in this area. Some 
questions may remain unanswered, however; regis- 
trants unable to determine how to handle a particular 
benefit are reminded that the staff is available to assist 
with questions relating to all areas of disclosure, 
including the disclosure of remuneration information. 
In addition, the Commission will continue to review its 
interpretation in light of any specific problems or 
comments brought to the attention of the staff by 
registrants and Interested persons. 


BACKGROUND 


The Securities Act of 19333 (‘‘Securities Act’’) [15 





gation Release No. 7910 (May 10, 1977). Earlier cases 
involving undisclosed corpotate benefits or perquisites 
include: ‘‘SEC v. Emersons, Ltd. et al.,”” Civil No. 76- 
0808 (D.D.C., filed May 11, 1976), Litigation Release 
No. 7392 (May 11, 1976); “SEC v. Medic-Home Enter- 
prises, Inc. et al.,’’ Civil No. 75-6627 (S.D.N.Y., filed 
Dec. 11, 1975), Litigation Release No. 7207 (Dec. 12, 
1975). In general, the cases instituted by the Commission 
have suggested misappropriation of the company’s assets 
in addition to noncompliance with the disclosure pro- 
visions. 


See discussion at text accompanying footnotes 3-14. 


3Schedule A to the Securities Act (15 U.S.C. 77aa) lists 
the type of information which should be included in 
registration statements unless the Commission _ shall 
otherwise provide. Item 14 thereto calls for disclosure 
of the ‘‘renumeration, paid or estimated to be paid, by 
the issuer or its predecessor, directly or indirectly, during 
the past year and ensuing year, to (a) the directors or 


U.S.C. 77a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)], the Securities Exchange Act of 19344 
(‘Exchange Act’’) [15 U.S.C. 78a et seq., as amended 
by Pub. L. No. 94-29 (June 4, 1975)] and the Investment 
Company Act of 1940 (‘‘Investment Act’’) [15 U.S.C. 
80a-1 et seq.]>5 provide that the Commission may 
require disclosure in registration statements filed 
pursuant to their provisions of the remuneration 
received by directors and officers. The Exchange Act 
and the Investment Act further provide that the 
Commission may prescribe the type of information to 
be included in annual reports and proxy and 
information statements filed by companies subject to 
their provisions ® 


The Commission has exercised its legislatively granted 
rulemaking authority under these acts to require 
registrants to report in various registration state- 
ments,? annual reports® and proxy and information 





persons performing similar functions, and (b) its officers 
and other persons, naming them whenever such renumer- 
ation exceeded $25, O00 during such year.’’ Sections 
7 and 19 of this Act (15 U.S.C. 77g, 77q) authorize the 
Commission to require by rules or regulations disclosure 
of information in addition to that specified in Schedule 
A. 


4Subparagraphs (h)(1)(D) and (g)(1) of Section 12(b) of 
the Exchange Act (15 U.S.C. 781(h)(1)(D), (g)(1)) state 
that a security may be registered under the Exchange Act 
by filing with the Commission a registration statement with 
respect to the security containing such information as the 
Commission may specify relating to remuneration of 
directors, officers, underwriters, and security holders hold- 
ing more than 10 percent of any class of issuer’s equity 
securities. Section 23 of the Exchange Act authorizes the 
Commission to ‘‘make such rules and regulations as may 
be necessary or appropriate to implement the provisions 
of this title...’ (15 U.S.C. 78w). 


> Investment Act § 8 (b), 15 U.S.C. § 80a-8(b). 


® Exchange Act §§ 13(b), 14(a), 14(c), 15 U.S.C. § 78 
1(b), m(a), m(c); Investment Act §§ 20 (a), 30(a), 15 


U.S.C. §§ 80a-20(a), 80a-29(a) (the Investment Act 
provisions are applicable to proxy and not information 
statements). 


7Disclosure is required in registration statements by the 
following items of certain forms: Item 17 of the Form 
S-1 (17 CFR 239.11); Item 5 of the Form S-4 (17 CFR 
239.14); Item 1 of the Form S-5 (17 CFR 239.15); In- 
struction 1 of the Form S-6 (17 CFR 239.16); Item 20 
of the Form S-11 (17 CFR 239.18); Item 7 of the Form 
10 (17 CFR 249.210); Item 12 of the Form 20 (17 CFR 
249.220); Items 18 and 25 of Form N-8B-1 (17 CFR 
274.11); Items 10 and 18 of Form N-5 (17 CFR 274.5); 
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statements? the amount of remuneration paid or to be 
paid by the registrant and Its subsidiaries'® to each of 
the registrant's directors, each of its three highest paid 
officers and other persons specified in the provisions" 
whose aggregate direct remuneration exceeded a 
certain amount '2and to all officers and directors (and to 
certain specified persons in filings made by investment 
companies) as a group*® 


In general the disclosure items of the Securities Act, 
the Exchange Act and the Investment Act require 
separate disclosure of three forms of remuneration: (1) 
direct remuneration; (2) annuity, pension and 
retirement benefits; and (3) direct and Indirect 
remuneration payments proposed to be made in the 





Items 36, 37 and 38 of the Form N-8B-4 (17 CFR 274. 
14); Items 31, 32, 33, and 34 of the Form N-8B-2 (17 
CFR 274.12); and Items 29, 30, 31, and 32 of the Form 
N-8B-3 (17 CFR 274.13). 


8 Disclosure is required in annual reports by the following 
items of certain forms: Item 16 of the Form 10-K (17 CFR 
240.310); Item 10 of the Form 20-K (17 CFR 240.320); 
Items 1.12 and 1.13 of the Form N-1R (17 CFR 274.101) 
and Items 1.12 and 1.13 to the EDP attachment of this 
form (17 CFR 274.101a-1, a-20; Items 10 and 18 of the 
Form N-5R (17 CFR 274.105); Items 22, 23, 24 and, 
25 of the Form N-30A-2 (17 CFR 274.102); and Items 
20, 21, 22 and 23 of the Form N-30A-3 (17 CFR 274. 
103). 


* Disclosure is required in proxy and information state- 
ments by Item 7 of Schedule 14A (17 CFR 240.14a-101). 
(Rule 20a-1 under the Investment Act (17 CFR 270.20a-1) 
provides that proxy statements of registered investment 
companies should include the information required in 
proxy statments filed under the Exchange Act.) 


101m Securities Act Release No. 5758 (Nov. 2, 1976) (41 
FR 49495 (Nov. 9, 1976)), the Commission published for 
comment proposed amendments which would require 
disclosure of the remuneration paid by the registrant and 
its affiliates to these persons. Final action on the amend- 
ments proposed therein is expected in the near future. 


11The forms promulgated under the Investment Act re- 
quire disclosure of the remuneration paid to advisory board 
members and/or certain other affiliated persons, as that 
term is defined in the Investment Act. 


12See the items of the forms listed in footnotes 7, 8 and 
9 above for the stated amounts. 


13Disclosure of remuneration paid to all officers and 
directors as a group is all that is required in registration 
statements on Form 20 and annual reports on Form 20-K. 
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future which have not already been reported. "* 


DISCUSSION 


The remuneration disclosure provisions require 
registrants to disclose the total amount of remuneration 
paid or to be paid by the company and its subsidiaries 
to officers, directors and other persons specified in the 
disclosure requirements (hereinafter ‘‘management 
personnel’’) for their services,"> whether such 
remuneration be in the form of cash, property or 
personal benefits. Full disclosure of remuneration Is 
necessary to informed voting and investment decisions, 
regardless of whether the company’s board of directors 
or its security holders have approved the remuneration 





14The appropriate disclosure relating to options granted 
to certain officers or directors and to benefits received by 
officers, directors and various other persons as a result 
of certain transactions to which the registrant is a party 
is prescribed by separate provisions, e.g., subparagraphs 
(d) and (f) of Item 7 of Schedule 14A. 


1SThis position is consistent with the existing case law 
relating to the appropriate disclosure of remuneration. 
See, e.g., “SEC v. Kalvex, Inc.,"” 425 F. Supp. 310 (S. 
D.N.Y. 1977); ‘‘Lewis v. Dansker,’’ 357 F. Supp. 636 
(S.D.N.Y. 1973). In Kalvex, the Court held, inter alia, 
that personal expenses for which Robert Ingis, a director 
and executive officer of the corporation, was reimbursed 
should have been disclosed in accordance with Item 7 
of Schedule 14A. In Lewis, the Court said that ‘‘Items 
7(a) through 7(e) of Schedule 14A, title ‘Remuneration 
and Other Transactions with Management and Others,’ 
all require disclosure of remuneration or something of 
value affirmatively passing from the corporation to the 
officers or directors.” ‘‘Lewis v. Dansker’’ at 642. Cf. 
“U.S. v. Dixon,” 536 F.2d 1388, at 1395 (2d Cir. 1976). 
In Dixon, the Court stated that ‘‘the failure to include 
a statement of Dixon’s indebtedness in the proxy state- 
ment and a Schedule II of the 10-K report were clear 
violations [of the first clause of Section 32(a) of the 
Securities Exchange Act of 1934].’’ Finding the requisite 
willful intent, the Court affirmed Dixon’s conviction for 
which he was sentenced to one year’s inprisonment and 
fines of $10,000 each on three counts. Further, the Com- 
mission has focused previously on disclosure in registra- 
tion statements and proxy and information statements 
of benefits to management. See, e.g., ‘Atlantic Research 
Corporation,”” 41 SEC Decisions and Reports 732, 757 
(Dec. 6, 1963) (stop order by the Commission suspending 
the effectiveness of a registration statement because of, 
inter alia, the nondisclosure as loans of payments made 
by the registrant for construction costs relating to improve- 
ments on the estate of one of its cofounders, principal 
officers and stockholders). 





package received by management'® because of the 
substantial influence of management in determining its 
remuneration. In addition, a determination of the value 
of any new securities being offered’? and of any 
securities already owned,'® an analysis of the use of 





'€“Tannenbaum v. Zeller,” 552 F.2d 402, 433 (2nd Cir. 
1977) (holding that the proxy statement of a mutual fund 
should have disclosed the decision reached by its board of 
directors to forego recapture of brokerage commissions in 
favor of using those commissions to reward broker-dealers 
who furnished sales and research services to the fund “‘in 
order for shareholders to make an informed decision on 
whether or not to approve the new management contracts 
or whether not to continue or renegotiate the current 
ones”’). Cf. ‘U.S. v. Dixon” concurring opinion. 


17See, e.g., Securities Act Preamble, §§ 7, 10, 15 U.S.C. 
§ 77a, 77j. President F.D. Roosevelt said in an address 
to Congress, ‘‘There is, however, an obligation upon us 
to insist that every issue of securities to be sold in inter- 
state commerce shall be accompanied by full publicity and 
information, and that no essentially important element 
attending the issue shall be concealed from the buying 
public.’’ President Roosevelt’s March 29, 1933 message 
to Congress, H.R. Rep. No. 85, 73rd Cong., 1st Sess. 1, 
2 (1933). 


18Exchange Act § 13(a)(1), 15 U.S.C. § 781(a)(1) states 
that the ‘‘Commission may prescribe as necessary or appro- 
priate for the proper protection of investors and to ensure 
fair dealing in the security-(1) such information and docu- 
ments as the Commission shall require to keep reasonably 
current the information and documents required to be 
included in or filed with an application or registration 
statement. . . ’’ See also Investment Act § 30 (b)(1), 15 
U.S.C. § 80a-29(b) (1). 


The Majority Report of the Commission on Interstate 
and Foreign Commerce written to accompany H.R. 9323 
(the bill proposing the Securities Exchange Act of 1934) 
emphasized the importance of disclosure to prevent un- 
fair practices on exchanges. The Committee stated: 


“As a complex society so diffuses and differentiates the 
financial interests of the ordinary citizen that he has to 
trust others and cannot personally watch the managers 
of all his interests as one horse trader watches another, 
it becomes a condition of the very stability of that society 
that its rules of law and of business practice recognize and 
protect that ordinary citizen’s dependent position.” H. 
R. Rep. No. 1383, 73d Cong., 2d Sess 5 (1934). 


The report states further: ‘’No investor, no speculator, 
can safely buy and sell securities upon the exchange with- 
out having an intelligent basis for forming his judgment 
as to the value of the securities he buys or sells.”” Id. at 11. 


corporate funds and assets and an assessment of the 
value of management to a corporation '? necessitate the 
presentation of complete remuneration information. 


Therefore, the aggregate remuneration paid to 
management should include the amount of salaries, 
fees, bonuses, and other payments made to them and 
the value of certain personal benefits received by 
management from the registrant and its subsidiaries.2° 
Among the benefits received by management which the 
Commission believes should be reported as 
remuneration are payments made by registrants for the 
following purposes: (1) home repairs and improve- 
ments; (2) housing and other living expenses (including 
domestic service) provided at principal and/or vacation 
residences of management personnel; (3) the personal 
use of company property such as automobiles, planes, 
yachts, apartments, hunting lodges or company 
vacation houses; (4) personal travel expenses; (5) 
personal entertainment and related expenses; and (6) 
legal, accounting and other professional fees for 
matters unrelated to the business of the registrant. 
Other personal benefits which may be forms of 
remuneration are the following: the ability of 
management to obtain benefits from third parties, such 
as favorable bank loans and benefits from suppliers, 
because the corporation compensates, directly or 
indirectly, the bank or supplier for providing the loan or 
services to management;2' and the use of the corporate 
staff for personal purposes. 


Certain incidental personal benefits which are directly 
related to job performance may be omitted from 
aggregate reported remuneration provided they are 





12Some security holders have instigated lawsuits alleging 
excessive compensation has been paid to management. See, 
e.g., ““Wietschner v. Rapid-American Corporation,” Civil 
No. 4603 (Ch. Del., filed Sept. 30, 1974). Cf. ‘‘Levin v. 
Atkin,” Civil No. 75-0095-I(B) (W.D. Ky., filed April 4, 
1975) (relating to improper diversion of assets of Ash- 
land Oil, Inc. by certain directors). 


2°Registrants should be aware that the determination of 
reportable forms of remuneration is not necessarily based 
upon what has been included by an officer or director in 
gross income computed for tax purposes. 


21See, e.g., “SEC v. Sunshine Mining Company,” Civil 
No. 74-4492 (S.D.N.Y., filed Oct. 11, 1974), Litigation 
Release No. 6544 (October 11, 1974) (consent judgment 
entered after charge by Commission that compensating 
loan balances maintained by Sunshine Mining should 
have been reported in the company’s proxy statement 
because they constituted direct or indirect benefits to 
the officers and directors who thereby were able to ob- 
tain personal bank loans). 
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authorized and properly accounted for by the company. 
Parking places, meals at company facilities and office 
space and furnishings at company-maintained offices 
are a few examples of personal benefits directly related 
to job performance. 


In addition, certain Incidental benefits received by 
management which are ordinary and necessary to the 
conduct of company business may not be forms of 
remuneration. These job-related benefits are benefits 
which are available to management employees 
generally, which do not relieve the individual of 
expenditures normally considered to be of a personal 
nature and which are extended to management solely 
for the purposes of attracting and maintaining qualified 
personnel, facilitating their conduct of company 
business or improving their efficiency in job 
performance. While itemized expense accounts may be 
considered job-related benefits whose value would be 
excluded from the aggregate remuneration reported, 
some may be forms of remuneration if they are 
excessive in amount of conferred to frequently. In any 
case, management is usually in the best position to 
determine whether a certain benefit should be viewed 
as a form of remuneration based on the facts and 
circumstances involved in each situation. 


The value? of all forms of remuneration should be 
included within the appropriate item(s)23 of disclosure. 





22 separate description including the valuation of each 
form or remuneration is. not required by the present dis- 
closure provisions. But see Securities Act Release No. 
5758 (Nov. 2, 1976) in which the Commission requested 
comments on whether additional disclosure should be 
required as to the remuneration of corporate officers 
and directors and specifically whether ‘disclosure should 
be required of the numerous emerging forms of indirect 
compensation or ‘perquisites’ now given to management 
personnel.” In repsonse to this particular request a num- 
ber of commentators argued that valuation and identi- 
fication of these indirect forms of compensation are 
difficult or impossible tasks. See also Securities Exchange 
Act Release No. 13482 (April 28, 1977)(42 FR 23901) 
in which the Commission announced a broad re-examina- 
tion of the proxy rules and requested comments on various 
matters including whether the proxy rules should provide 
for “‘more detailed or comprehensive disclosure of 
management remuneration.” 


23In some cases, the reporting provisions may require 
registrants to report the same compensation more than 
once. For example, a loan extended to an officer at a 
favorable interest rate may be deemed to be a form of 
direct remuneration paid him and would also have to 
be reported on the appropriate schedule and described 
because it was a loan made to such officer. Disclosure 
would be required, therefore, in a proxy or an informa- 
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Nonmonetary forms of remuneration must be valued as 
accurately as possible. The appropriate valuation may 
be based upon appraisals, the value of the benefit to the 
recipient, the valuation assigned for tax purposes,?* or 
some other appropriate standard.25 


The Commission expects that this release will help 
registrants assure that the aggregate remuneration 
reported in registration statements, reports, and proxy 
and information statements contains all forms of 
remuneration, including salary, fees, bonuses and 
other personal benefits received by management. The 
Commission notes with approval that, as a step toward 
improving the data upon which such disclosures are 





tion statement by subparagraphs (a) and (e) of Item 
7 of Schedule 14A. Item 7(e) would require a descrip- 
tion of the loan, including the amount outstanding 
and the interest charged; Item 7(a) would require the 
inclusion within aggregate remuneration reported of the 
benefit received by the officer or director as a result of 
the favorable interest rate. Generally, however, no ob- 
jection would be raised if the value of certain benefits 
is omitted from the reported aggregate remuneration 
paid or to be paid provided the omission is clearly noted 
by cross reference or otherwise. 


24The valuation of nonmonetary forms of remuneration 
which must be reported for tax purposes is not clearly 
defined. The discussion draft of the proposed regulations 
on the taxation of employee fringe benefits was with- 
drawn by the Department of the Treasury on December 
17, 1976. The release which announced this action quoted 
Secretary of the Department of the Treasury William 
Simon as saying: ‘‘The comments [received on the draft] 
demonstrated the problems associated with establishing 
rules of general applicability with respect to fringe bene- 
fits. The myriad forms in which fringe benefits are pro- 
vided and the difficulty of valuing those benefits, together 
with the undesirability of mandating the keeping of 
additional detailed records by employers and employees 
in certain cases, with the attendant costs and complexities 
involved, have caused me to conclude that the discussion 
should be withdrawn.” Nevertheless, Secretary Simon 
stated that the ‘‘question of whether fringe benefits re- 
sult in taxable compensation to employees should con- 
tinue to depend, as it presently does, on the facts and 
circumstances that exist in individual situations.’’ De- 
partment of the Treasury, News Release, (December 
17, 1976). 


251 in the opinion of managment, a benefit is impossible 
to value, the Commission generally would accept a de- 
scription of the benefit in a note to the remuneration 
table so long as it is stated clearly that the value of the 
benefit was not included in the reported aggregate remun- 
eration. 





based, some corporations have established procedures 
by which independent auditors review management 
remuneration and report to the audit committee of the 
board of directors; In other corporations, the board of 
directors may even be responsible for approving or 
disapproving the aggregate remuneration of all or 
certain members of management. In view of the 
all-inclusive nature of the required disclosure, the 
Commission urges all registrants to analyze thorougly 
the Internal controls and procedures by which 
management remuneration is identified and disclosed 
in order to assure that all required disclosures are 
made. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13856/ August 12, 1977 


Notice has been issued giving Interested persons until 
August 29 to request a hearing on an application of the 
following stock exchange for unlisted trading privileges 
in the common stock, $1.00 par value of the specified 
company: Philadelphia Stock Exchange, Inc.—I\nter- 
national Couriers Corporation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13857/ August 15, 1977 


Administrative Proceedings File No. 3-5243 
in the Matter of 

AIR POLLUTION INDUSTRIES, INC. 
Application Pursuant to Section 12(h) 


The Securities and Exchange Commission has issued a 
notice giving Interested persons until September 6, 
1977 to request a hearing on an application by Air 
Pollution Industries, Inc. (the ‘‘Applicant’’) pursuant to 
Section 12(h) of the Securities Exchange Act of 1934 for 
an order exempting the Applicant from filing an annual 
report on Form 10-K for the fiscal year ended April 30, 
1977 as required by Sections 13 and 15(d): of the 1934 
Act. 


Applicant was merged Into Neptune Air Pol, Inc. on 
April 14, 1977. Pursuant to the merger Applicant’s 
common stockholders got the right to receive cash In 
exchange for their stock and the surviving corporation 
assumed Applicant’s obligation as to the outstanding 
debentures. Applicant no longer exists as a separate 
corporation and there is little or no trading in 
Applicant’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13858/ August 15, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY THE PHILADELPHIA STOCK EX- 
CHANGE, INC. 


File No. SR-PHLX-77-10 


The Philadelphia Stock Exchange, Inc. (‘‘PHLX’’) 
submitted on July 29, 1977, a proposed rule change 
under Rule 19b-4 to decrease the fee payable by a 
member to establish an option trading privilege on the 
Exchange from $7,500 to $5,000 effective July 18, 1977 
through August 18, 1977, then increase the option fee 
to $33,000 from August 19, 1977 and thereafter. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule change 
If it appears to the Commission that such action is 
necessary or appropriate In the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of August 22, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 21 days from the date of publication In the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PHLX-77-10. 


Copies of the submission and of all written comments 
will be available for Inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 
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For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13859/ August 15, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Iilinols 60603 


(SR-MSE-77-19) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE iNCORPORATED 


On June 22, 1977, the Midwest Stock Exchange, 
Incorporated filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to require that the 
Chairman of the Committee on Specialist Assignment 
and Evaluation not be affiliated with a broker-dealer 
and to delete the requirement that such Chairman be a 
public governor of the Exchange. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13702 (June 29, 
1977)) and by publication In the Federal Register (42 
Fed. Reg. 35718 (July 11, 1977)). 


The Commission finds that the proposed rule change Is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on June 22, 1977, be, and it 
hereby Is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13860/ August 15, 1977 


In the Matter of 


THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, NW 

Washington, DC 20006 


SR-NASD-77-10 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. AND ORDER APPROVING PRO- 
POSED RULE CHANGE. 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the ‘‘Act’’), as 
amended by Pub. L. No. 94-29, §16 (June 4, 1975), 
notice Is hereby given that the National Association of 
Securities Dealers, Inc. (the ‘‘NASD’’) filed with the 
Commission on June 20, 1977, copies of a proposal to 
amend Section 1(a) of Schedule G under Article XVIII of 
the NASD By-Laws. That proposal, as amended by a 
letter dated July 8, 1977 (the ‘‘Proposal’’), is to permit 
any member of the NASD to become a so-called 
‘‘Designated Reporting Member’’ upon request, 
provided the member executes over-the-counter 
transactions In listed securities required to be reported 
on the Consolidated Tape and maintains transaction 
reporting capability through the NASDAQ Transaction 
Reporting System. 


Interested persons are invited to submit written data, 
views and arguments concerning the Proposal within 30 
days of the date of this publication. Persons desiring to 
make written submissions should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, DC 20549. Reference should be made to 
File No. SR-NASD-77-10. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, NW, Washington, DC. Copies of the filing will 
also be available at the principal office of the NASD. 


The Commission finds that the Proposal Is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
national securities associations and, in particular, the 
requirements of Section 15A of the Act and the rules 
and regulations thereunder. 


The Commission finds good cause for approving the 
Proposal prior to the thirtieth day after the date of 
publication of notice of filing thereof. Adoption of the 





Proposal would eliminate a burden on competition not 
necessary or appropriate in furtherance of the purposes 
of the Act. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the Proposal be, and it hereby 
is, approved. 


For the Commission, by the Division of Market 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13861/ August 15, 1977 


In the Matter of 


THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, NW 

Washington, DC 20006 


SR-NASD-77-11 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. AND ORDER APPROVING PRO- 
POSED RULE CHANGE. 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the ‘‘Act’’), as 
amended by Pub. L. No. 94-29, §16 (June 4, 1975), 
notice is hereby given that on June 14, 1977, the 
National Association of Securities Dealers, Inc. (the 
‘‘NASD’’) filed with the Commission copies of a 
proposal to adopt a policy relating to Section 9 of the 
NASD’s Code of Arbitration Procedure. That proposal, 
as modified by an amendment submitted on July 20, 
1977 (the ‘‘Proposal’’), is to adopt a _ resolution 
providing that all persons serving on the NASD’s 
Arbitration panels be paid an honorarium of $50 for 
each hearing session in which they participate while In 
the performance of their duties. 


Interested persons are invited to submit written data, 
views and arguments concerning the Proposal within 30 
days of this publication. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, DC 20549. Reference should be made to 
the File No. SR-NASD-77-11. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, NW, Washington, DC. Copies of the filing will 
also be available at the principal office of the NASD. 


The Commission finds that the Proposal is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
national securities associations and, in particular, the 
requirements of Section 15A of the Act and the rules 
and regulations thereunder. 


The Commission finds good cause for approving the 
Proposal prior to the thirtieth day after the date of 
publication of notice of filing thereof. It appears that 
such approval would have an immediate positive impact 
respecting the resolution of controversies subject to the 
NASD’s arbitration process. In addition, the policy 
which the NASD has proposed to adopt is similar to 
currently effective policies of various national securities 
exchanges. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the Proposal be, and it hereby 
is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13862/ August 16, 1977 


In the Matter of 


ROBERT BERKSON, 
et al. 


Order For Public Proceedings Amended 


The Commission has issued an Order Amending Order 
for Public Proceedings. The amended order alleges as 
further basis for a proceeding against Robert Berkson 
(‘‘Berkson’’) and Maurice Rind (‘‘Rind’’), that: 


(1) On November 1, 1976 respondent Berkson was 
convicted upon his plea of guilty, to one count of an 
indictment, in the United States District Court for the 
Southern District of New York, which charged him with 
making and subscribing a false federal income tax 
return; and 
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(2) On June 3, 1977 respondent Rind was convicted, 
upon his plea of guilty, to two counts of an indictment 
which charged him with (a) substantive violations of the 
registration and anti-fraud provisions of the federal 
securities laws, and (b) conspriacy to violate the federal 
securities laws and obstruct justice. 


Berkson and Rind were named as respondents in this 
proceeding in an order issued by the Commission dated 
April 13, 1977 (Securities Exchange Act Release No. 
13481). 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13863/ August 16, 1977 


Notice has been issued giving interested persons until 
September 1 to request a hearing on an application of 
the following stock exchange for unlisted trading 
privileges in the common stock, $1.00 par value of the 
specified company: Midwest Stock Exchange, 
Incorporated—The Lehman Corporation (Maryland). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13864/ August 16, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-77-11) 


The Options Clearing Corporation submitted on July 
28, 1977, a proposed rule change, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934, to 
permit OCC clearing members to deposit government 
securities as margin in approved securities deposi- 
tories. 


Publication of the submission is expected to be made in 
the Federal Register during the week of August 22, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-11. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
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sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13865/ August 16, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE DEPOSITORY TRUST COMPANY 


(File No. SR-DTC-77-7) 


The Depository Trust Company submitted on August 1, 
1977, a proposed rule change, pursuant to Rule 19b-4 
under the Securities Exchange Act of 1934, to enable 
participants to accept exchange offers or cash tender 
offers on certain securities without withdrawing them 
from the depository. 


Publication of the submission is expected to be made in 
the Federal Register during the week of August 22, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-DTC-77-7. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A.Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 13866/ August 16, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE STOCK CLEARING CORPORATION OF 
PHILADELPHIA 


(File No. SR-SCCP-77-2) 


The Stock Clearing Corporation of Philadelphia 
submitted on August 1, 1977, proposed rule changes, 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934, to expand its interface capabilities and to 
establish procedures for the clearance of over-the- 
counter securities transactions. 


Publication of the submission is expected to be made in 
the Federal Register during the week of August 22, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-SCCP-77-2. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13867/ August 17, 1977 


In the Matter of 

CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 

Chicago, Illinois 

(SR-CBOE-77-4) 


ORDER APPROVING PROPOSED RULE CHANGE 


On March 3, 1977, the Chicago Board Options 
Exchange, Inc. filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to amend CBOE Rule 
9.10(a) which would eliminate the requirement that 
member firms qualified to conduct a nonmember 
customer business obtain, on an annual basis, renewal 
of written authorization to maintain a discretionary 
account. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-13734 (July 
15, 1977)) and by publication in the Federal Register 
(42 Fed. Reg. 36572 (July 15, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13868/August 18, 1977 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
5950 Sears Tower 
Chicago, Illinois 60606 


(File No. SR-OCC-77-10) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE OPTIONS CLEARING CORPORATION TO 
EXTEND THE TIME FOR TENDERING AN 
EXERCISE NOTICE ON CERTAIN BUSINESS DAYS. 


On June 28, 1977, The Options Clearing Corporation 
(‘‘OCC’’) submitted, pursuant to Rule 19b-4 under the 
Securities Exchange Act of 1934 (the ‘‘Act’’), a 
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proposed rule change to extend the time for tendering 
an exercise notice to 3:30 p.m. Central Time (4:30 p.m. 
Eastern Time) on business days other than the business 
day prior to the expiration date of the option contract. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the proposed rule change was 
published in the Federal Register (42 F.R. 36579, July 
15, 1977), and the public was invited to submit 
comments until August 5, 1977. Notice of the filing and 
an invitation for comments also appeared in Securities 
Exchange Act Release No. 13730, July 8, 1977. No 
letters of comment were received. 


The Commission has reviewed the OCC submission and 
finds that the proposed rule change is consistent with 
the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
clearing agencies, and in particular, the requirements 
of Section 17A and the rules and regulations 
thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-OCC-77-10 be, and hereby is, 
approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13869/ August 18, 1977 


In the Matter of 
APPLICATION FOR STAY OF ORDER APPROVING 
RULE CHANGE OF THE CHICAGO BOARD OPTIONS 
EXCHANGE, INC. 

BY 
BOARD BROKERS ASSOCIATION 
ORDER DENYING STAY 
File No. SR-CBOE-77-6 
On July 11, 1977, the Board Brokers Association (the 
“‘Association’’), which is composed of board broker 
members of the Chicago Board Options Exchange, Inc. 
(the ‘‘CBOE’’), applied to the Commission for a stay 
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pending judicial review of the Commission’s order! 
approving, pursuant to Section 19(b)(2) of the 
Securities Exchange Act of 1934 (‘‘the Act’’)? and Rule 
19b-4 thereunder,’ a rule change filed by the CBOE‘on 
March 28, 1977. The rule change, among other things, 
provides the enabling authority for the award of board 
broker appointments on the basis of competitive 
bidding (along with an evaluation of an applicant’s 
qualifications) and for an assessment of exchange fees 
upon members who utilize board broker services. 


Under Section 25(c)(2) of the Act,5 the Commission may 
stay an order or rule pending judicial review if it finds 
that ‘‘justice so requires.’’ In view of the arguments 
presented by the Association for a stay,® including its 
repetition of arguments previously made, the 
Commission has determined to set forth in detail its 
reasons for approving the CBOE rule change in the first 
instance, together with its discussion of the additional 
arguments presented by the Association in its 
application for a stay. 


In considering whether justice requires a stay of the 
order approving the CBOE rule change, the 
Commission notes at the outset that the subject rule 
change is not self-executing. The rule change approved 
by the Commission permits the CBOE to plan the 
further development of its board broker program in an 
orderly fashion. Before the CBOE may terminate the 
appointment of any person currently serving as a board 
broker as part of a program to appoint board brokers on 
the basis of the subject rule change,’ the CBOE is 





1Securities Exchange Act Release No. 13673 (June 24, 
1977), 42 FR 33826 (July 1, 1977). 


215 U.S.C. 78s(b) (2). 
317 CFR 240.19b-4. 


4SR-CBOE-77-6 (filed March 28, 1977). Notice of the 
proposed rule change was provided in Securities Exchange 
Act Release No. 13432 (April 6, 1977), and the proposal 
was published in 42 FR 20807 (April 22, 1977). 


°15 U.S.C. 78y(c) (2). 


®Board Brokers Association, Application for Stay of the 
Commission’s Order dated June 24, 1977, Pending Judicial 
Review (July 8, 1977) (the ‘““Application’’). 


7Of course, the appointment of a person serving as a 
board broker, prior to the rule change, was subject to 
termination for various reasons, such as poor performance. 
See former CBOE Rule 7.3. This authority of the CBOE to 
terminate a board broker’s appointment continues under 
CBOE Rule 7.3(b) as amended by the subject rule change. 











required to submit additional proposed rule changes to 
the Commission. Those proposals must detail the 
bidding procedure for board broker appointments and 
the level of fees which the CBOE will assess for services 
provided by board brokers. The Commission finds that 
justice does not require that a stay be granted in this 
instance because (i) the CBOE cannot implement its 
program with respect to board brokers without further 
Commission action; {ii) as a result, the Association will 
have a further opportunity to present data, views, and 
arguments to the Commission before the CBOE can 
take any final action affecting the interests of 
Association members;2 and (iii) the members of the 
Association do not need a stay to protect their interests 
and the granting of a stay would likely impede the 
CBOE’s further planning efforts. 


The Association submits, in support of its Application, 
that the board brokers were not given an opportunity 
for a hearing concerning the subject rule change. The 
Act, however, does not require the Commission to 
conduct a hearing before it approves the rule change of 
self-regulatory organization.'° Moreover, the Com- 





8 Bidding procedures to be established by the CBOE can- 
not become effective unless filed with the Commission 
for consideration under Section 19(b)(2) of the Act, 
15 U.S.C. 78s(b)(2), and approved by further order of 
the Commission under that Section. Cf. Letter from 
George A. Fitzsimmons to James E.Buck, Secretary of 
the New York Stock Exchange, Inc. [1976-1977 Transfer 
Binder] Fed. Sec. L. Rep. (CCH) Para. 80, 949 (October 
20, 1976). 


Even if such substantive actions had been taken, it would 
not follow that a stay of the Commission’s original approval 
order would be an appropriate response. If a self-regulatroy 
Organization purports to exercise new authority absent 
compliance with the rulemaking requirements of Section 
19(b) of the Act, the Commission has ample authority to 
impose disciplinary sanctions and also to obtain injunctive 
relief. See Sections 19(h) and 21(e) of the Act, 15 U.S.C. 
78s(h) and 78u(e). 


®The Association, in its letter of August 3, 1977, to the 
Commission, has urged as an additional ground for a 
stay the proposition that the CBOE would otherwise 
be subject to ‘a most painful and disruptive unwinding 
process’”” should the Court of Appeals vacate the Com- 
mission’s order of June 24, 1977. /d. at 2. Since, how- 
ever, further Commission action is required before the 
CBOE can take final action to implement its new board 
broker program, the Commission finds that new ground 
urged by the Association unpersuasive. 


191m connection with the initial filing of a proposed rule 
change under Section 19(b)(1), the Commission is re- 
quired merely to publish notice and give interested persons 


mission concluded that the proposed rule change did 
not deprive board brokers of any ‘‘vested right’’ since 
any such ‘‘right,’’ if it exists, is acquired under, and 
remains subject to, the governing rules of that 
exchange, as they may be amended from time to time, 
insofar as those rules and amendments thereto are 
consistent with the Act and the rules and regulations 
promulgated thereunder. 


In addition to the grounds noted above, the Association 
states in its Application that: 


“‘[T]he system comprehended by the proposed rule 
changes conflicts in many respects with the 
requirements of the Act and wholly fails to satisfy any 
rationally perceived need for change or the 
achievement of any generally accepted policy 
objective.’’"! 


In approving the proposed rule change, however, the 
Commission reviewed the objections raised by the 
Association in its initial comments submitted to the 
Commission on May 13, 1977, and found them 
unpersuasive. The Commission reiterates here its 
finding that the challenged CBOE rule changes are 
consistent with the requirements of the Act and rules 
and regulations thereunder. 


The Association has asserted in its initial comments 
that the subject rules, since they permit the CBOE to 
award board broker appointments on the basis of 
competitive bidding and to assess exchange fees upon 
those utilizing the services of board brokers, would 
violate Section 6(e) of the Act by ‘‘creat[ing] a simple 





an opportunity to submit written data, views, and argu- 
ments. Section 19(b)(2) provides that the Commission 
shall approve a proposed rule change if it makes the 
findings enumerated in that Section; upon making those 
findings, the Commission is to grant approval under 
Section 19(b)(2)(A) without further proceedings. On the 
other hand, if the Commission does not make such find- 
ings, it is required to initiate a proceeding pursuant to 
Section 19(b)(2)(B) of the Act to determine whether 
to disapprove a proposed rule change and is required 
to provide notice of the grounds for disapproval under 
consideration and opportunity for hearing. 


With respect to the CBOE rules challenged by the Asso- 
ciation, the Commission was able to make the requisite 
findings, without initiating such further proceeding, on 
the basis of the CBOE’s filing on Form 19b-4A, 17 CFR 
249.19a; the submission of written data, views, and argu- 
ments; and the Commission’s own expertise in overseeing 
the operation of the national securities exchanges. 


11 Application, at 4. 
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flow-through of revenues to circumvent the prohibition 
of fixed member rates.’’!2 


The CBOE rule change approved by the Commission, 
however, establishes only a broad framework within 
which the CBOE may develop a system of fees and 
board broker compensation. That rule change does not, 
on its face, establish or require any simple flow-through 
of revenues at fixed rates. It will instead permit the 
CBOE to compensate each appointed board broker 
according to the individual terms of his competitive bid. 
For that reason, the Commission adheres to its 
determination that the enabling authority in the CBOE 
rule change, by itself, is consistent with Section 6(e) 
and Rule 19b-3. The Commission will review further 
proposed rule changes filed by the CBOE to determine 
whether, viewed in conjunction with the rule change 
approved and the system thereby created, they are 
consistent with those provisions. 


The Association also argued, in its initial submission, 
that the subject rule change violates Section 6(b)(4) of 
the Act, which requires that exchange rules ‘‘provide 
for the equitable allocation of reasonable dues, fees, 
and other charges among its members and issuers and 
other persons using its facilities.’’ The Commission 
remains unpersuaded by this argument because it is 
also premature. Since the rules in question are enabling 
in nature and do not prescribe any particular level of 
fees, or any allocation of fees, determinations of 
reasonableness and equitable allocation may be made 





121 that connection, the Association refers to an earlier 
CBOE proposed rule change, under which the CBOE 
proposed to establish a schedule of fees to be charged 
by the CBOE to those receiving board broker services. 
The proposed fees would have corresponded to the 
fixed commission rate schedule than used by board 
brokers. Pursuant to Rule 19b-3 under the Act, 17 CFR 
240.19b-3, the CBOE was required to eliminate that 
fixed rate schedule no later than May 1, 1976. Under 
its earlier proposed rule change, the CBOE proposed 
to collect brokerage commissions on specific transac- 
tions and transmit them to the board broker effecting 
such transactions. less a charge imposed by the CBOE. 
In that regard, it appeared to the Commission that the 
proposed rule change would merely interpose the CBOE 
as a conduit in the process of collecting and disbursing 
brokerage commissions fixed at exchange-prescribed 
rates. The Commission ordered the institution of a pro- 
ceeding to determine whether to disapprove that pro- 
posed rule change bases, in part, on the question whether 
the proposed rule would violate Section 6(e) of the Act 
and Rule 19b-3. Securities Exchange Act Release No. 
12358 (April 22, 1976), 41 FR 17984 (April 29, 1976). 
The CBOE withdrew the challenged rule change on May 
3, 1976. 
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only when further submissions are made by the CBOE 
pursuant to Section 19(b)(3)(A)(ii) of the Act. '* The 
Commission may summarily abrogate any such fees, 
and require further proceedings under Section 19(b) of 
the Act, if such action appears necessary or 
appropriate. 


In addition, the Association asserted that the CBOE 
rule changes are inconsistent with Section 6(b)(5) of the 
Act in that they unfairly descriminate against board 
brokers by requiring them, alone among all classes of 
CBOE members, to bid competitively for their 
appointments. ‘‘Unfair discrimination,’’ however, is 
found gwhere other groups similarly situated are 
accorded different treatment, without any rational 
basis.'* The members of no group other than the board 
brokers, however, occupy a monopoly position on the 
CBOE floor. '> Accordingly, the absence of parallel 
regulation of other distinct classes of members does not 
demonstrate any unfair discrimination. 


The Association also advanced the argument that the 
rules in question impose a ‘‘burden on competition not 
necessary or appropriate in furtherance of the purposes 
of [the Act],’’ in contravention of Section 6(b)(8). The 
Commission’s rejection of this assertion remains 
founded on the fact that a board broker’s appointment 
represents, in effect, a monopoly franchise!® 





13We note that such submissions and the additional pro- 
visions embodied in rules governing the bidding procedures 
will have to address, among other things, the contemplated 
requirement that the compensation to be received by the 
board brokers will be in lieu of any other revenues or fees 
to be received by them in return for providing board 
brokerage services. 


141m that respect, the standards in determining the ex- 
istence of “unfair discrimination’’ appear analagous to 
those applicable to ‘‘equal regulation.’’ See Section 3(a) 
(36) of the Act. As to the latter, ‘’ ‘[E] qual regulation’ 
is not a meaningful guide to regulatory action unless 
persons similarly situated in terms of the purpose of the 
regulation are first identified." Report of the Senate 
Comm. on Banking, Housing and Urban Affairs to Ac- 
company S.249, S. Rep. No. 75, 94th Cong., 1st Sess. 
16 (1975) [emphasis added] . 


1Sin addition, the services associated with maintenance of 
a limit order book need not be performed by member at 
all. For example, the Pacific Stock Exchange and the Mid- 
west Stock Exchange use salaried employees (“‘order book 
officials’) rather than members to handle the limit order 
books. 


1©To further the orderly and efficient execution of public 
limit orders, it has been the practice of the CBOE to ap- 





Consequently, with respect to the 88 classes of options 
traded solely on the CBOE, out of a total of 101 classes 
of options traded on that exchange,'’ it would not 
appear that there are any significant competitive forces 
at work controlling the amount of brokerage 
commissions charged by CBOE board brokers. 
Accordingly, the Commission rejected the Associa- 
tion’s assertion that awarding board broker 
appointments on a basis which takes into account 
competitive bidding constitutes an unnecessary or 
inappropriate burden on competition. 


Moreover, Section 11A(a)(1)(C)(ii) of the Act '8calls for 
fair competition not only among brokers and dealers 
but also among exchange markets. The Commission 
believes the subject rule will enable the CBOE to 
compete more effectively with other exchanges in 
providing limit order executions of dually traded 
options. In that connection, other exchanges have had 
the ability in the past to provide limit order execution in 
dually traded options at lower prices than those 
charged on the CBOE.’ the enabling authority 
encompassed in the subject rule change provides the 
CBOE with the flexibility to compete with fees which 
may be available on the other exchanges for the 
execution of limit orders and may thus enhance fair 
competition among securities markets. Primarily for 
the reason, the Commission also found that the CBOE 
rule change would tend to further the goal, set forth in 





point only one board broker to handle the limit order 
“‘book”’ for a particular class of options. In addition, the 
CBOE accords priority to limit orders on that book over 
public orders in the crowd and most proprietary orders of 
members. CBOE Rule 6.45. 


17Some classes of options are listed on the CBOE. Others-- 
“dually traded options’’--are listed on more than one ex- 
change. In the case of dually traded options, the competi- 
tion offered by the other exchange currently may serve to 
control the pricing of board broker services on the CBOE. 
It does not appear that the rule change approved by the 
Commission would impose any burden on that competition 
which would not be necessary or appropriate in furtherance 
of the purposes of the Act. See Section 6(b)(8) of the Act. 


1815 U.S.C. 78k-1(a)(1)(C) (ii). 


12Qn the American Stock Exchange, limit order services 
are provided by specialists who also function as dealers-- 
that is, trade as principals for their own accounts. Accord- 
ingly, these specialists have had the ability and the incen- 
tive (the desire for an increased order flow for their dealer 
activity) to lower significantly--or even to eliminate--charges 
for executing limit orders in dually traded options. On the 
Pacific and Midwest Stock Exchanges, limit order serices 
are provided by exchange employees; thus those exchanges 
can directly control the fees charged for such services. 


Section 6(b)(5) of the Act, of ‘‘remov[ing] impediments 
to and perfect[ing] the mechansm of a free and open 
market and a national market system.’’2° 


For the reasons set forth above, upon consideration of 
the application of the Association, the Commission 
finds that justice does not require a stay of its approval 
order pending judicial review. 


IT IS THEREFORE ORDERED, pursuant to Section 
25(c)(2) of the Act, that the application of the 
Association for stay of the Commission’s order 
approving the rule change of the Chicago Board 
Options Exchange, Inc., filed with the Commission on 
March 28, 1977, be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13870/ August 18, 1977 


In the Matter of 


APPLICATION FOR UNLISTED TRADING PRIVI- 
LEGES IN COMMON STOCK OF: 


PACIFIC RESOURCES, INC. 
(File No. 7-4933) 
BY 
THE PACIFIC STOCK EXCHANGE, INCORPORATED 


ORDER DIRECTING AN ADDITIONAL COMMENT 
PERIOD 


On March 23, 1977, the Pacific Stock Exchange, Inc. 
(‘‘PSE’’) filed, pursuant to Section 12(f)(1)(C) of the 
Securities Exchange Act of 1934 (the ‘‘Act’’), an 
application for unlisted trading privileges in the 
common stock of Pacific Resources, Inc. (‘‘PRI’’)." The 





2°The Association advanced a number of other theories 
in their initial submission in contending that the Com- 
mission should institute proceedings to determine whether 
to disapprove the subject rule change. The Commission 
considered all these arguments, and found them not to 
be properly grounded in the Act. 


‘The application for unlisted trading privileges was 
prompted by PRI's application on March 23, 1977, to with- 
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National Association of Securities Dealers (‘‘NASD’’) 
filed a written submission, dated April 22, 1977, in 
which it requested a hearing on the PSE application. 
Submissions in opposition to the application were also 
received from PRI and potential over-the-counter 
(‘‘OTC’’) market-makers in the stock. We considered 
the application and these submissions on June 22, 1977 
issued an order directing a hearing on whether the PSE 
application should be granted.? 


In response to the Order Directing a Hearing, 
submissions addressing the issues set forth in the order 
were filed by PRI, PSE and the NASD.* In its 
submission and a letter dated August 10, 1977, the 
NASD has requested that we allow an additional 
comment period so that it might have the opportunity to 
respond in rebuttal to certain representations contained 
in the PSE filing.* We have also received a letter dated 
August 12, 1977 by which the PSE objects to the NASD 
request. 





draw its common stock from listing and registration on the 
PSE. We have since granted that application. See, Securities 
Exchange Act of 1934 Release No. 13657, June 22, 1977 
(“Order. Granting [PRI] Application to Strike From Listing 
and Registration [on PSE] Subject to Certain Terms and 
Exempting Certain Persons and Securities from the Pro- 
visions of Rule 17a-15”’.). 


2 Securities Exchange Act of 1934 Release No. 13658, 
June 22, 1977(‘‘Order Directing A Hearing”). 


3Letters from Alan S. Holzman (July 28, 1977), Robert 
E. Denham (July 29, 1977), and Frank J. Wilson (August 
3, 1977), respectively, to George A. Fitzsimmons. 


4 In particular, the NASD states that its response would 
relate only to ‘PSE misstatements regarding the size 
of the spread in NASDAO, statistical data concerning 
the relative proportion of volume executed on PSE and 
in the over-the-counter market, quotation information 
for PSE limited to open and close [sic], innuendo con- 
cerning the rationale of market makers in objecting to 
last sale reporting, representations regarding access to 
the floor of PSE and unsubstantiated statements con- 
cerning double reporting.” 


>The PSE’s stated reasons for its objection were that (1) 
the hearing procedure does not provide for rebuttal; (2) 
the revision of the procedure would further delay the 
decision regarding PSE’s application; (3) any further 
submissions would merely be cumlative; and (4) PSE’s 
submission has been available the NASD since it was 
filed on July 29, 1977 and thus could have been reviewed 
by the NASD before filing its comments on August 3, 
1977. 
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We believe that an additional comment period may be 
useful in providing a more complete record to review in 
considering the PSE application and that such 
additional comment period may be provided without 
jeopardizing the time frame which we anticipated in the 
order granting the delisting of PRI common stock. 
When persons have expressed a willingness to provide 
additional factual or policy arguments concerning 
matters being considered by the Commission, we have 
generally taken a liberal stance in allowing such 
information to be included in the record. This policy is 
particularly appropriate here since numerous novel and 
complex issues are presented by the PSE application. 
We believe that the information which the NASD has 
requested to file would be pertinent to the issues raised 
by the Order Directing a Hearing and may thereby 
assist us in our deliberations. 


Further, in fairness to the other commentators and to 
facilitate action on the PSE application within the 
anticipated 120-day time period, we are limiting the 
additional comment period to the receipt of information 
in response to the submissions of the initial three 
commentators and providing that the additional 
comment period will terminate on September 2, 19778 


ACCORDINGLY, as set forth above, we hereby order 
that interested persons may file submissions in 
response to submissions received pursuant to the Order 
Directing a Hearing issued on June 22, 1977. Persons 
desiring to make written submissions should file six (6) 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. All 
submissions should refer to the file number referenced 
in the caption above and should be submitted on or 
before September 2, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





To clarify point 4 above, when the Commission staff 
informally gave the NASD a two working-day extension 
for it to file its submission, the NASD consented not to 
seek access to the public PSE filing until after the NASD 
filed its submission on August 3. The staff felt it would 
not be equitable for one commentator to have the ad- 
vantage of using another commentator’s timely filing 
in preparing a submission to be received after the formal 
filing deadline. 


®This comment period will thereby also allow PSE, PRI 
and other interested parties to respond to any informa- 
tion submitted in the original comments. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13871/ August 18, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-77-9 


The Municipal Securities Rulemaking Board submitted 
on August 17, 1977, a proposed rule change under Rule 
19b-4 to establish certain terms and conditions for the 
sale of new issue municipal securities during the 
underwriting period. 


Publication of the submission is expected to be made in 
the Federal Register during the week of August 22, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission within 
35 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB-77-9. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13872/ August 18, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5856/ August 18, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13873/ August 18, 1977 


An order has been issued granting the application of 
the Pacific Stock Exchange Incorporated to strike from 
listing and registration the specified security: Bourns, 
Inc., $.50 par value. 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20137/ August 12, 1977 


In the Matter 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike, Muhlenberg Township 
Berks County, Pennsylvania 19605 


(70-6038) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Metropolitan Edison 
Company (‘‘Met-Ed’’), an electric utility subsidiary of 
General Public Utilities Corporation, a registered 
holding company, has filed an application with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) designating Section 6(b) 
of the Act and Rule 50 promulgated thereunder as 
applicable to the following proposed transaction. All 
interested persons are referred to the application, 
which is summarized below, for a complete statement 
of the proposed transaction. 


Met-Ed proposes to issue and sell for cash, after 
competitive bidding in accordance with the require- 
ments of Rule 50 under the Act, up to $35,000,000 
principal amount of first mortgage bonds, to be dated 
the date of their issue and to mature September 1, 2007 
(‘‘New Bonds’’). The New Bonds are to be issued under 
the Indenture dated November 1, 1944, between 
Met-Ed and Guaranty Trust Company of New York 
(now Morgan Guaranty Trust Company of New York), 
Trustee, as heretofore supplemented and amended and 
as to be further supplemented and amended by a 
Supplemental Indenture. The bidding procedures 
which Met-Ed will use with respect to the New Bonds 
will require that (1) the price specified in the bid shall 
be not less than 98% and not more than 101% of the 
principal amount of the New Bonds, plus accrued 
interest from September 1, 1977 to the date of delivery, 


SEC DOCKET/1535 





and (2) the interest rate to be borne by the New Bonds, 
which shall be specified in such bids, shall be multiple 
of 1/8th of 1%. The bidding procedure will not 
establish a minimum or maximum interest rate within 
which bids may be submitted. Prior to September 1, 
1982, none of the New Bonds may be redeemed at the 
option of Met-Ed if the moneys for such redemption are 
obtained by Met-Ed borrowings at an interest cost less 
than the annual yield to maturity of the New Bonds, 
except under certain circumstances. 


Met-Ed states that substantially all of the proceeds 
from the sale of the New Bonds will be applied to the 
payment at or before maturity of a like amount of 
Met-Ed’s approximately $87,000,000 of short-term 
bank loans expected to be outstanding at the date of 
sale of the New Bonds and the balance, if any, will be 
applied to reimburse Met-Ed’s treasury for funds 
previously expended therefrom for construction 
purposes. The estimated cost of Met-Ed’s 1977 and 
1978 construction programs are approximately 
$58,000,000 and $6,000,000 respectively. 


Met-Ed states that the Pennsylvania Public Utility 
Commission has jurisdiction with respect to the 
proposed issuance and sale of the New Bonds. 


It is further stated that no other state commission and 
no federal commission, other than this Commission has 
jurisdiction with respect to the proposed transaction. It 
is stated that the fees and expenses to be incurred in 
connection with the proposed transaction are to be filed 
by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 6, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, and reasons for such request, 
and the issue of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 


thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant at 
the above-stated address and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application as filed or as it may be amended, 
may be granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 
as provided in Rules 20 (a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20138/ August 12, 1977 


In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
320 Park Avenue 
New York, New York 10022 


(70-6042) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND TO 
COMMERCIAL PAPER DEALER AND REQUEST 
FOR EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Allegheny Power 
System, Inc. (‘‘Allegheny’’), a registered holding 
company, has filed an application with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act’’), designating Section 6(b) of the Act and 
Rule 50(a)(5) promulgated thereunder as applicable to 
the proposed transactions. All interested persons are 
referred to the application, which is summarized below, 
for a complete statement of the proposed transactions. 


Allegheny proposes to borrow funds during the period 
ending March 31, 1979, through the issuance and sale 
of short-term notes to banks and commercial paper to a 
commercial paper dealer in an aggregate amount not to 
exceed $70,000,000 outstanding at any one time. It is 
stated that the notes and commercial paper will be 
issued and renewed from time to time as funds may be 
required prior to March 31, 1979, provided that no such 
notes or commercial paper will mature after September 
30, 1979. Accordingly, Allegheny requests that, from 
the date of the granting of the application filed in this 
matter to March 31, 1979, the exemption from the 
provisions of Section 6(a) of the Act afforded to it by the 
first sentence of Section 6(b) thereof be increased to the 
extent necessary to permit the proposed program of 
short-term borrowing. 


Each note payable to a bank will be dated as of the date 
of the borrowing which it evidences, will mature not 
more than two hundred-seventy (270) days after the 
date of issuance or renewal thereof, will bear interest at 
the prime or equivalent interest rate of the bank at 
which the borrowing is made in effect at the time of 
issuance, or in effect from time to time, and will be 





payable at any time without premium or penalty. The 
names of the banks from which such borrowings are 
proposed to be effected and the maximum amount of 
the borrowings to be outstanding from each bank at any 
one time are as follows: 


Citibank, N.A., 
New York, New York $40,000,000 
The Chemical Bank, 
New York, New York $38,000,000 
Mellon, N.A., 
Pittsburgh, Pennsylvania $45,000,000 
Pittsburgh National Bank, 
Pittsburgh, Pennsylvania $7,500,000 
Manufacturers Hanover Bank, 
New York, New York $45,000,000 
Irving Trust Company, 
New York, New York $5,000,000 
Chase Manhattan Bank, 
New York, New York 


$2,500,000 
$183,000,000 


No commitment or agreement has been made with 
respect to the proposed borrowings. The maximum 
amount of such borrowings at any one time outstanding 
will not, when taken together with any commercial 
paper then outstanding, be in excess of $70 million. 
Allegheny and its subsidiaries maintain balances to 
meet regular operating requirements at all of these 
banks which vary in amount from time to time. It is 
stated that such balances are generally either on the 
basis of a percentage of the line of credit extended by 
such bank (for example 10%), or ahigher percentage of 
notes outstanding (for example 20%), whichever is 
greater, or a percentage of the line of credit (for 
example 10%) plus a percentage (for example 10%) of 
notes outstanding, in every case on an average annual 
basis. If such balances were maintained by Allegheny 
solely to fulfill compensating balance requirements for 
borrowings to be made by Allegheny, the effective 
interest cost to Allegheny of issuing and selling the 
notes would be no more than 8.75% on the basis of a 
prime commercial credit rate of 7%. 


The proposed commercial paper will be in the form of 
promissory notes in denominations of not less than 
$50,000 nor more than $5,000,000, will be of varying 
maturities, with no maturity more than 270 days after 
the date of issue, and will not be prepayable prior to 
maturity. The commercial paper notes will be sold 
directly to the dealer, at a discount not in excess of the 
discount rate per annum prevailing at the time of 


issuance for commercial paper of comparable quality 
and of the particular maturity. The dealer may reoffer 
the commercial paper at a discount rate of 1/8 of 1% 
per annum less than the discount rate to Allegheny. 
Allegheny may issue commercial paper notes if (1) the 
interest cost thereof is equal to or less than the effective 
interest cost at which Allegheny could borrow the sa ie 
amount from the banks named herein at that time or (2) 
Allegheny cannot at that time borrow the same amount 
for the same period of time from the banks named 
herein. The dealer will reoffer the commercial paper 
notes to not more than 200 of its customers, identified 
and designated in a list (nonpublic) prepared in 
advance. It is expected that the commercial paper notes 
will be held by the dealer’s customers to maturity, but 
if the customers wish to resell prior to maturity, the 
dealer, pursuant to a verbal repurchase agreement, will 
repurchase the notes and reoffer them to others on said 
list. Exception from the competitive bidding 
requirements of Rule 50 has been requested for the 
proposed issuance and sale of commercial paper 
pursuant to paragraph (a)(5) thereof, since it is not 
practicable to invite competitive bids for commercial 
paper and current rates for commercial paper for prime 
borrowers such as Allegheny are published daily in 
financial publications. Allegheny has also requested 
authority to file certificates under Rule 24 with respect 
to the issuance and sale of commercial paper on a 
quarterly basis. 


It is stated that Allegheny will use the proceeds of the 
proposed short-term borrowings to make investment in 
its electric utility subsidiaries to assist them in 
financing their construction programs, such invest- 
ments to be in the form of cash capital contributions or 
purchases of common. stock, as may _ be 
appropriate from time to time, and for other corporate 
purposes. The presently estimated construction 
programs of the subsidiaries for 1977, 1978, and 1979 
aggregate $311,000,000, $319,000,000, and $291,000, 
000, respectively. Presently projected investments by 
Allegheny in the subsidiaries aggregate $80,000,000 in 
1977, $50,000,000 in 1978, and $51,000,000 in 1979. 


It is stated that the fees and expenses to be incurred by 
Allegheny in connection with the proposed transaction 
are estimated to be approximately $10,400, including 
credit rating fees of $8,000. It is further stated that no 
State commission and no Federal commission, other 
than this Commission has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 9, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
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thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the applicant at 
the above-stated address, and proof of service (by 
affidavit or, in the case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application, as filed or as it may be 
amended, may be granted as provided in Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such 
rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a hearing 
is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20139/ August 12, 1977 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-6037) 


NOTICE OF PROPOSAL TO ENTER INTO IN- 
STALLMENT SALES AGREEMENTS IN CONNEC- 
TION WITH THE ISSUANCE OF POLLLUTION 
CONTROL REVENUE BONDS 


NOTICE IS HEREBY GIVEN that Arkansas Power & 
Light Company (‘‘AP&L’’), a wholly owned subsidiary 
company of Middle South Utilities, Inc., a registered 
holding company, has filed an application-declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) designating 
Sections 9(a), 10 and 12(d) of the Act and Rule 44 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, 
for acomplete statement of the proposed transactions. 


In order to comply with prescribed federal, state and 
local standards with respect to air and water quality and 
the disposal of sewage and solid waste it has been and 
will be necessary to construct certain facilities for 
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pollution control purposes at two 700 MW nominally 
rated coal fired generating units known as White Bluf 
Unit Nos. 1 and 2 (‘‘White Bluff Plant’’) presently 
under construction in Jefferson County, Arkansas. 
AP&L has sold a 35% undivided interest in the White 
Bluff Plant to Arkansas Electric Cooperative 
Corporation (HCAR No. 20076) and plans to sell a5% 
undivided interest in the White Bluff plant to the City of 
Jonesboro, Arkansas by September 1, 1977. AP&L now 
proposes to dispose of, and to contract to acquire, its 
anticipated 60% undivided interest (‘‘Pollution 
Facilities’’) in certain of the pollution control facilities 
at the White Bluff Plant and its 60% undivided interest 
(‘‘Industrial Facilities’’) in certain machinery, 
equipment and other facilities at the White Bluff Plant. 


In order to effect such transactions, AP&L proposes to 
enter into two separate installment sale agreements 
(‘‘Agreements’’) with Jefferson County, Arkansas 
(‘‘County’’), which will provide for the acquisition, 
construction and installation of the Pollution Facilities 
and the Industrial Facilities on behalf of the County. 
The Agreement relating to the Pollution Facilities will 
contemplate the issuance by the County under a trust 
indenture between the County and a trustee of not to 
exceed $35,000,000 aggregate principal amount of its 
Pollution Control Revenue Bonds, Series 1977 
(Arkansas Power & Light Company Project) (‘‘Pollution 
Bonds’’). The net proceeds of the sale of Pollution 
Bonds will be used to defray the cost of construction ot 
the Pollution Facilities. The Agreement relating to the 
Industrial Facilities will contemplate the issuance by 
the County under a trust indenture between the County 
and a trustee of 1,000,000 aggregate principal amount 
of its Industrial Development Revenue Bonds, Series 
1977 (Arkansas Power & Light Company Project) 
(‘‘Industrial Bonds’’), the net proceeds of which would 
be used to defray the cost of construction of the 
Industrial Facilities. The operative terms and 
provisions of the two Agreements and the Pollution 
Bonds and the Industrial Bonds (collectively ‘‘Bonds’’) 
and the respective indentures (‘‘Indentures’’) under 
which they are to be issued will be substantially 
identical. 


The Agreements will provide for the sale of the 
Facilities by the County to AP&L, subject to a lien and 
security interest retained by the County and the 
payment by AP&L of the purchase price of the 
Facilities, together with interest thereon, in 
semi-annual installments over a term of years. In the 
Agreements AP&L will assent to the assignment and 
pledge to the trustees under the Indentures of the 
rights of the County in the Facilities and of the County’s 
interest in, and of the moneys receivable by the County 
under, the Agreements, except for certain rights to 
indemnification and reimbursement of expenses. 


The Agreements will further provide that the purchase 





price of the Facilities payable by AP&L will be such 
amount as shall be sufficient (together with other 
moneys held by the trustees under the Indentures and 
available therefor) to pay the principal of the Bonds as 
the same becomes due and payable. AP&L under the 
Agreements will also agree to pay interest on the 
unpaid balance of the purchase price of the Facilities 
equal to the premium, if any, and interest on the 
Bonds. Under the Agreements AP&L will also be 
obligated to pay (i) the fees and charges of the trustee 
and any paying agent or agents under the Indentures, 
(ii) all expenses incurred by the County in connection 
with its rights and obligations under the Agreements, 
(ii) all expenses necessarily incurred by the County or 
the trustees under the Indentures in connection with 
the transfer or exchange of Bonds and (iv) all other 
payments which AP&L agrees to pay under the 
Agreements. 


The Agreements will provide that AP&L may at any 
time prepay all or any portion of the unpaid balance of 
the purchase price of the Facilities, together with 
interest thereon, in whole or in part, such payment to 
be sufficient (together with other moneys held by the 
trustees under the Indentures and available therefor) to 
redeem on or after October 1, 1987, specified principal 
amount of Bonds in the manner and to the extent 
provided in the Indentures, including any applicable 
premium, which will be 3% of the principal amount in 
the 11th year and which will reduce by % of 1% 
annually thereafter. 


The Agreements will also provide that, upon 
occurrence of certain events relating to the operation of 
the White Bluff Plant or the Facilities, AP&L may at 
any time prepay the entire unpaid balance of the 
purchase price of the Facilities together with interest 
thereon. It will also provide that in the event of certain 
rulings of the Internal Revenue Service or certain court 
determinations relating to the taxability of the interest 
on the Bonds, AP&L shall be obligated to prepay the 
entire unpaid balance of the purchase price of the 
Facilities, together with accrued interest. The 
payments by AP&L in such circumstances shall be 
sufficient (together with other moneys held by the 
trustees under the Indentures and available therefor) to 
pay the principal of all Bonds together with interest 
accrued or to accrue to the redemption date. 


It is proposed that the Bonds will be issued as either 
serial bonds (‘‘Serial Bonds’’) or term bonds (‘‘Term 
Bonds’’), or a combination thereof. The Term Bonds 
will mature not later than 30 years from the first day of 
the month in which they are initially issued and will be 
subject to a mandatory cash sinking fund. Serial Bonds, 
if any, will mature at various times prior to the maturity 
of the Term Bonds. The effect of the mandatory cash 
sinking fund of the Term Bonds together with the serial 
maturities of the Serial Bonds, if any, will be calculated 


to retire no less than 25% of the aggregate principal 
amount of the Bonds prior to ultimate maturity on the 
first day of the month in which the Bonds are issued in 
the year 2007. The Indentures will provide for the 
application of such of the proceeds of the Bonds which, 
after completion of the Facilities, may remain unused 
for the redemption or purchase of the Bonds, at the 
direction of AP&L. 


In order to provide security for the performance of 
AP&L’s obligations under the Agreements, AP&L will 
grant to the County a lien on and security interest in 
(‘‘County Lien’’) the Facilities. The County will assign 
the County Lien to the trustees pursuant to the 
Indentures. 


The Agreements will provide that prior to the sale of 
the Facilities by the County to AP&L, AP&L will convey 
to the County such portions of the Facilities as have 
already been constructed or acquired by AP&L, subject 
to the lien of AP&L’s Mortgage and Deed of Trust, 
dated as of October 1, 1944, made by the Company to 
Morgan Guaranty Trust Company of New York and 
John W. Flaherty, as Trustees, as supplemented and 
amended. 


It is contemplated that the Bonds will be sold by the 
County pursuant to arrangements with a group of 
underwriters represented by Salomon Brothers, 
Goldman, Sachs & Co. and Stephens Inc. In accordance 
with the laws of the State of Arkansas, the interest rate 
to be borne by the Bonds will be fixed by the County. 
AP&L will not be party to the underwriting 
arrangements; however, the Agreements provide that 
the terms of the Bonds and their sale by the County, 
shall be satisfactory to AP&L. AP&L understands that 
interest payable on the Bonds will be exempt from 
federal income taxes under the provisions of the 
Internal Revenue Code. AP&L has been advised that 
the annual interest rates on obligations, interest on 
which is so tax exempt, historically have been and can 
be expected at the time of issuance of the Bonds to be 
1% to 2% lower than the rates of obligations of like 
tenor and comparable quality, interest on which is fully 
subject to federal income tax. 


A statement of the fees and expenses to be incurred in 
connection with the proposed transactions will be filed 
by amendment. AP&L has applied to the Arkansas 
Public Service Commission in connection with the 
proposed transactions. It is stated that no other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later that September 8, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
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and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the 
applicants-declarants at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At 
any time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices or orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20140/ August 16, 1977 


In the Matter of 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


(70-6043) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Central Power and 
Light Company, (‘‘CP&L’’) an electric utility subsidiary 
of Central and South West Corporation, a registered 
holding company, has filed a declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’), designating Sections 
6(a) and 7 of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed transaction. 
All interested persons are referred to the declaration, 
which is summarized below, for a complete statement 
of the proposed transaction. 
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CP&L proposes to issue and sell, pursuant to the 
competitive bidding requirements of Rule 50 under the 
Act, $75,000,000 principal amount of its First Mortgage 
Bonds, Series O, to be dated October 1, 1977 and to 
mature October 1, 2007 (‘‘Bonds’’). 


The annual interest rate and the redemption prices of 
the Bonds, and the price to be paid to CP&L therefor 
(which will not be less than 99% nor more than 
102.75%), will be determined through competitive 
bidding. The Bonds will have refunding protection until 
October 1, 1982. 


The Bonds will be issued under and secured by the 
CP&L Indenture, dated November 1, 1943, under which 
the First National Bank of Chicago and R.R. 
Manchester are Trustees, as previously amended 
(‘‘Indenture’’), and to be further amended by a 
proposed supplemental indenture to be dated October 
1, 1977 (‘‘Supplemental Indenture’’). 


CP&L states that the Supplemental Indentures amends 
various computations under the Indenture. The first of 
these amendments deletes the requirement that there 
be deducted, in computing net earnings for the purpose 
of determining the ability of CP&L to issue additional 
bonds, an amount aggregating not less than 15% of 
gross operating revenues on account of ‘‘maintenance 
and repairs and as charges or provisions for 
depreciation, retirements, renewals and replacements, 
and/or amortization’’ and replaces it with a 
requirement that there be deducted ‘‘as charges or 
provisions for depreciation, retirements, renewals and 
replacements and/or amortization’ amounts aggregat- 
ing a ‘‘required percentage’’ of CP&L’s depreciable 
bondable property. It is stated by CP&L that the 
required percentage will presently be set at 3.2% of the 
arithmetical average of the amount of its depreciable 
bondable property during the calendar period. The 
amended provision would allow adoption of a different 
percentage by Commission order, issued after notice 
and opportunity for hearing, if the Commission finds 
that 3.2% is no longer appropriate. 


The second Indenture computation which is proposed to 
be amended is that relating to the satisfaction of the 
renewal fund convenant. The Supplemental Indenture 


would delete the equivalent 15% revenue based 
maintenance deduction and leave the depreciable 
property based deduction increased to 3.2% from its 
present 2 4%. 


The Supplemental Indenture also makes a related 
change from the pattern of previous supplemental 
indentures with respect to the limitation on dividends 
on common stock. The Supplemental Indenture 
provides that in the computation of available retained 
earnings in future periods while the Bonds are 
outstanding, there be deducted an annual provision for 





depreciation at least equal to the ‘‘required 
percentage’’ of average depreciable property, rather 
than, as in the case of supplemental indentures 
respecting previous series of bonds, the greater of such 
amount or 15% of operating revenues after deducting 
costs of purchased power. 


CP&L states that inasmuch as the Indenture lacks 
bondholder consent provisions with respect to series 
created prior to June 1, 1974, the amendments on 
earnings coverage and renewal fund computations 
could probably not be made effective until June 1, 2004. 


CP&L states, as its reason for effecting the 
amendments, that the inflation of operating revenues 
due primarily to the recovery of greatly increased fuel 
costs through fuel adjustment clauses has made it clear 
that deductions based on operating revenues bear no 
logical relationship to protecting bondholder interests 
and that deductions based instead on utility plant are 
more appropriate. 


CP&L states that proceeds to be derived from the sale 
of the Bonds (exclusive of accrued interest and after 
deducting expenses of issue) will be used towards 
future construction and fuel exploration and 
development expenditures and to repay short-term 
borrowings incurred or expected to be incurred to 
finance construction expenditures. Approximately 
$38,000,000 of short-term borrowings are expected to 
be outstanding as of October 6, 1977, the planned date 
of issuance of the Bonds. CP&L states that no funds 
genrated from the Bonds nor any of the borrowings 
retired thereby will be or have been utilized to pay the 
cost of facilities which would not be needed to provide 
service to its customers if it were not part of the Central 
and South West System. CP&L further states that no 
expenditures will be made by it for the construction or 
acquisition of any facility not so needed prior to the 
time all funds covered by this Declaration have been 
expended. In addition, CP&L states that, for the 
purposes of the foregoing representation, it is assumed 
that none of the facilities, construction or acquisition of 
which would be part of any proposal forming the 
subject of the proceedings in Central and South West 
Corporation, et al. (Admin. Proce. File No. 3-4591), 
would be needed to provide service to customers of 
CP&L if it were not part of the Central and South West 
System. 


It is stated that the construction and fuel exploration 
and development expenditures of CP&L for the years 
1977 through 1979 are estimated at $223,667,000, 
$254,699,000 and $215,771,000 respectively. Approxi- 
mately $68,554,000 of the 1977 estimated total had 
been expended at June 30, 1977. 


It is stated that no state commission and no federal 
commission, other than this Commission, has 


jurisdiction over the proposed transaction. The fees and 
expenses to be incurred in connection with the 
proposed transaction are estimated at $160,000 
including $26,000 in legal fees and $15,000 in 
accountants fees. 


NOTICE IS FURHTER GIVEN that any interested 
person may, not later than September 12, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, and reasons for such request, 
and the issues of fact of law raised by said declaration 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the declarant at 
the above-stated address and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the declaration, as filed or as it may be amended, 
may be permitted to become effective as provided in 
Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20141/ August 18, 1977 


In the Matter of 


MISSISSIPP! POWER COMPANY 
2992 West Beach 
Gulfport, Mississippi 39501 


(70-6044) 


NOTICE OF PROPOSED AGREEMENTS WITH 
COUNTY FOR CONSTRUCTION OF POLLUTION 
CONTROL FACILITIES FINANCED BY SALE OF 
REVENUE BONDS SECURED BY COLLATERAL 
TRUST BONDS: EXCEPTION FROM COMPETITIVE 
BIDDING 
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NOTICE IS HEREBY GIVEN that Mississippi Power 
Company (‘‘Mississippi’’), a wholly-owned electric 
utility subsidiary of The Southern Company, a 
registered holding company, has filed an application- 
declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
designating Sections 6(a), 7, 9 and 12(d) of the Act and 
Rules 44(b)(3) and 50(a)(5) promulgated thereunder as 
applicable to the proposed transactions. All persons are 
referred to the application-declaration, which is 
summarized below, for a complete statement of the 
proposed transactions. 


Mississippi states that in order to comply with 
prescribed air and water quality standards of the State 
of Mississippi it will be necessary to construct certain 
pollution control facilities. The present filing relates to 
Mississippi’s proposed disposition and acquisition of 
and financing of pollution control facilities for use in 
connection with its Plant Daniel (‘‘Plant’’) in Jackson 
County, Mississippi (‘‘County’’). It is proposed that the 
County will issue its pollultion control revenue bonds 
(‘‘Revenue Bonds’’) for the purpose of paying the costs 
of the construction and equipping of the pollution 
control facilities at the Plant (‘‘Project’’). 


Mississippi proposed to enter into an Installment Sale 
Agreement (‘‘Agreement’’) with the County which will 
provide for the construction and equipping of the 
Project by the County and for the issuance by the 
County of Revenue Bonds in an aggregate principal 
amount presently estimated not to exceed $19,000,000. 
It is also proposed that the County will issue a separate 
issue of its revenue bonds (‘‘Small Issue Bonds’’) in an 
aggregate principal amount of $1,000,000 for the 
purpose of paying the costs of the acquisition and 
construction of certain other pollution control facilities 
at the Plant (the ‘‘Small Issue Project’’). It is stated that 
the tax exempt status of the Small Issue Bonds is based 
upon Section 103(b)(6) of the Internal Revenue Code of 
1954 as amended. The proceeds derived from the sale 
of the Revenue Bonds will be deposited by the County 
with a Trustee under an indenture to be entered into 
between the County and the Trustee (‘‘!ndenture’’) 
pursuant to which the Revenue Bonds are to be issued 
and secured. Such proceeds will be applied to payment 
of the cost of construction of the Project. The 
Agreement will further provide for the sale of the 
Project to Mississippi, on an semi-annual installment 
payment basis over a term of years, and for the 
assignment to the Trustee of the County’s interest in, 
and of the moneys receivable by the County under, the 
Agreement. The Agreement wilt provide that the 
purchase price of the Project payable by Mississippi 
will be such amount, including interest thereon, as 
shall be sufficient (together with other moneys held by 
the Trustee under the Indenture for that purpose) to 
pay the principal of, premium, if any, and interest on 
the Revenue Bonds as the same become due and 
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payable. The Agreement will also obligate Mississippi 
to pay the fees and charges of the Trustee. The 
Indenture will provide that the Revenue Bonds will be 
redeemable (a) at any time on or after 10 years from the 
date of issuance, in whole or in part, at the option of 
Mississippi initially with a premium of 3% of the 
principal amount and declining by % of 1% thereafter 
and (b) in whole, without premium, at the option of 
Mississippi under certain other specified conditions. 
The Revenue Bonds will mature 30 years from the first 
day of the month in which such bonds are initially 
issued and .ii! be entitled to the benefit of mandatory 
redemption sinking funds calculated to retire not less 
than 25% of the aggregate principal amount of the 
issue prior to maturity. 


Mississippi proposes to enter into a separate 
installment sale agreement (the ‘‘Small Issue 
Agreement’’) and indenture (the ‘‘Small Issue 
Indenture’’) with respect to the Small Issue Bonds 
which will be substantially similar to the Agreement 
and the Indenture relating to the Revenue Bonds. It is 
stated that in connection with the Small Issue Bonds, it 
may be necessary for Federal tax purposed to grant the 
County a lien on certain property of Mississippi. Said 
lien shall be created by a deed of trust and shall be 
subordinate to the lien of the indenture dated as of 
September 1, 1941, between Mississippi and Morgan 
Guaranty Trust Company of New York, As Trustee 
(‘‘Indenture Trustee’’), as supplemented and amended 
(‘‘Mortgage’’). 


Mississippi states that in order to obtain the benefit of a 
rating for the Revenue Bonds and the Small Issue 
Bonds equivalent to the rating enjoyed by the first 
mortgage bonds outstanding under its Mortgage which 
rating Mississippi has been advised may be thus 
attained, Mississippi proposes to obtain the 
authentication of two series of first mortgage bonds 
(‘‘Collateral Bonds’’) under the Mortgage, as proposed 
to be supplemented by two further supplemental 
indentures (‘‘Supplemental Indentures’’) to be dated as 
of the first day of the month in which the Collateral 
Bonds are to be authenticated and delivered. To secure 
its obligations under the Agreement and the Small 
Issue Agreement, Mississippi proposes to deliver to the 
Trustee, to be held as collateral, the Collateral Bonds in 
principal amount equal to the principal amount of the 
Revenue Bonds and Small Issue Bonds, respectively. 
The Collateral Bonds will bear interest at a rate equal to 
the interest rate per annum to be borne by the Revenue 
Bonds and Small Issue Bonds, will mature on the 
maturity date of such Bonds, and will be 
nontransferable by the Trustee. The Supplemental 
Indentures will provide, however, that the obligation of 
Mississippi to make payment with respect to the 
Collateral Bonds will be satisfied to the extent that 
payments are made under the Agreement and the 
Small Issue Agreement sufficient to meet payments 





when due in respect of the Revenue Bonds and Small 
Issue Bonds, respectively. The Supplemental Inden- 
tures will provide that, upon acceleration by the 
Trustee of the principal amount of all outstanding 
Revenue Bonds or Small Issue Bonds, the Trustee may 
demand the mandatory redemption of the related 
Collateral Bonds then held by it as collateral at a 
redemption price equal to the principal amount thereof 
plus accrued interest, if any, to the date fixed for 
redemption. The Supplemental Indentures will also 
provide that, upon the optional redemption of the 
Revenue Bonds or Small Issue Bonds, in whole or in 
part, at any time after they have been outstanding for 
10 years, an equal principal amount of the related 
Collateral Bonds will be redeemed at an initial premium 
of 3% declining by %2% every year. Because interest 
accrues in respect of both series of the Collateral Bonds 
until satisfied by payments under the Agreement or 
Small Issue Agreement, ‘‘annual interest charges’’ in 
respect of the Collateral Bonds will be included in 
computing the ‘‘interest earnings requirement’’ 
restricting the amount of first mortgage bonds which 
may be issued and sold to the public in relation to 
Mississippi’s net earnings. The Collateral Bonds will be 
issued on the basis of unfunded net property additions. 


The Indenture and the Small Issue Indenture will each 
provide that, upon deposit with the Trustee of funds 
sufficient to pay or redeem all or any part of the 
Revenue Bonds or Small Issue Bonds, or upon direction 
to the Trustee by Mississippi to so apply funds 
available therefor, or upon delivery of outstanding 
Revenue Bonds or Small Issue Bonds to the Trustee by 
or for the account of Mississippi, the Trustee will be 
obligated to deliver to Mississippi or for the account of 
Mississippi the related Collateral Bonds then held as 
collateral in an aggregate principal amount equal to the 
aggregate principal amount of Revenue Bonds or Small 
Issue Bonds for the payment or redemption of which 
such funds have been deposited or applied or which 
shall have been so delivered. 


In order to comply with the appropriate statute of the 
State of Mississippi, it will be necessary for Mississippi 
to convey to the County such portions of the Project and 
Small Issue Project as are now owned by Mississippi 
(‘‘Existing Facilities’’) subject to the Mortgage. Under 
the Agreement and the Small Issue Agreement, 
Mississippi will receive, out of the proceeds of the 
Revenue Bonds and Small Issue Bonds, an amount 
equal to Mississippi’s original cost for the Existing 
Facilities. The Existing Facilities will thereupon 
become a part of the Project and Small Issue Project 
which is to be provided by the County and which 
Mississippi proposes to purchase as provided in the 
Agreement and Small Issue Agreement. 


It is contemplated that the Revenue Bonds and Small 
Issue Bonds will be sold contemporaneously by the 


County pursuant to arrangements with one or more 
underwriters. In accordance with the laws of the State 
of Mississippi, the interest rate to be borne by the 
Revenue Bonds and the Small Issue Bonds will be fixed 
by the County. Mississippi will not be a party to the 
underwriting arrangements for the Revenue Bonds or 
the Small Issue Bonds. Bond counsel will issue an 
optinion that interest on the Revenue Bonds and Small 
Issue Bonds will be exempt from Federal income 
taxation. Mississippi has been advised that the annual 
interest rate on obligations, the interest on which is tax 
exempt, historically have been and can be expected at 
the time of issue of the Revenue Bonds and Small Issue 
Bonds to be 1-12% to 2-2% lower than the rates of 
obligations of like tenor and comparable quality, 
interest on which is fully subject to Federal income tax. 


The application-declaration states that the fees incident 
to the proposed disposition of the Existing Facilities, 
the issuance of the Collateral Bonds and the acquisition 
of the Project and Small Issue Project (as distinguished 
from and excluding fees, commissions and expenses 
incident to the sale of the Revenue Bonds and Small 
Issue Bonds by the County payable out of the proceeds 
of such sales and in connection with the determination 
of the tax status of the Revenue Bonds and Small Issue 
Bonds) will be filed by amendment. It is stated that no 
state or federal commission, other than this 
Commission, has jurisdiction over the issuance of the 
Collateral Bonds. it is further stated that the execution, 
delivery and performance. by Mississippi of the 
Agreement and Small Issue Agreement, the disposition 
of the Existing Facilities and acquisition of the Project 
and Small Issue Project by Mississippi is subject to the 
jurisdiction of the Mississippi Public Service 
Commission and that no other state or federal 
commission, other than this Commission, has 
jurisdiction in respect thereof. Mississippi states 
further that the competitive bidding requirements of 
Rule 50 in respect of the issuance of the Collateral 
Bonds are inappropriate under the circumstances 
described herein, inasmuch as the Collateral Bonds are 
to be issued and pledged solely to secure Mississippi’s 
obligations to the County and no public offering of the 
Collateral Bonds is to be made. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 14, 1977, request 
in writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said 
application-declaration which he desires to controvert: 
or he may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicant-declarant at the above-stated 
address, and proof of service (by affidavit or, in case of 
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an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 or the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20142/ August 18, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5856/ August 18, 1977 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 480/ August 12, 1977 


The Securities and Exchange Commission has issued a 
notice giving interested persons until September 3, 
1977 to request a hearing on an application by Condec 
Corporation, a New York corporation, pursuant to 
Section 310(b)(1)(ii) of the Trust Indenture Act of 1939 
declaring that the trusteeship of the United States Trust 
Company under two indentures of the trust is not so 
likely to involve a material conflict of interest as to 
make it necessary to disqualify United States Trust 
Company from acting as trustee. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9888/ August 12, 1977 
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In the Matter of 


INVESTORS’ CORPORATE—INCOME TRUST, SE- 
RIES 1 (AND SUBSEQUENT SERIES) VAN KAMPEN 
SAUERMAN, INC. 

208 South LaSalle Street 

Chicago, Illinois 60604 


and 


DAIN, KALMAN & QUAIL, INC. 
100 Dain Tower 
Minneapolis, Minnesota 55042 


(812-4157) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTIONS 14(a) AND 22(d) OF THE ACT AND 
FROM RULES 19b-1 AND 22c-1 UNDER THE ACT. 


NOTICE IS HEREBY GIVEN that: Investors’ 
Corporate—Income Trust, Series 1 (And Subsequent 
Series) (‘‘Trust’’), a unit investment trust registered 
under the Investment Company Act of 1940 (‘‘Act’’) 
and its Sponsors, Van Kampen, Sauerman, Inc. and 
Dain, Kalman & Quail, Inc. (‘‘Sponsors’’) (hereinafter 
the Sponsors and the Trust are referred to collectively 
as ‘‘Applicants’’), have filed an application on July 19, 
1977, and amendments thereto on July 25, 1977, and 
August 9, 1977, pursuant to Section 6(c) of the Act for 
an order of the Commission exempting the Applicants 
from the provisions of Sections 14(a) and 22(d) of the 
Act, and Rules 19b-1 and 22c-1 under the Act. All 
interested persons are referred to the application on file 
with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Series 1 of the Trust is a unit investment trust, and is 
the first of a series of similar but separate trusts which 
the Sponsors intend to form (hereinafter all such 
subsequent Series are collectively referred to as the 
‘*Series’’). The Series will be created under the laws of 
the Commonwealth of Massachusetts pursuant to 
separate trust agreements, such agreements containing 
certain standard terms and conditions of trust common 
to all the Series. The Applicants represent that the 
investment objective of each Series will be to seek a 
high level of current interest income and the 
conservation of capital through the investment in 
long-term debt obligations of corporations and other 
entities (‘‘Debt Obligations’’) and, subject to certain 
limitations set forth in the application, Units of 
previously-issued Series of the Trust (the Debt 
Obligations and previously-issued Units are collectively 
called herein the ‘‘Trust Securities’). The Trust 
Securities which will constitute the portfolio of each 





Series will be selected in advance and will be 
identifiable in respect of each Series on the date of 
deposit with the Trustee. 


The Sponsors have filed a Form S-6 Registration 
Statement under the Securities Act of 1933 (‘‘1933 
Act’’) covering fracional undivided interests in Series 1 
to be offered to investors at a public offering price set 
forth in the prospectus included in the S-6 Registration 
Statement. The 1933 Act Registration Statement has 
not yet become effective. The Sponsors have also filed a 
Form N-8A Notification of Registration and a Form 
N-8B-2 Registration Statement under the Act relating 
to Series 1. 


Each Series of the Trust will be governed by the 
provisions of a trust indenture and agreement 
(‘‘Indenture’’) to be entered into by the Sponsors and a 
corporation organized and doing business under the 
laws of the United States or a state thereof, which is 
authorized under such laws to exercise corporate trust 
powers and having at all times an aggregate capital, 
surplus, and undivided profits of not less than 
$5,000,000 (‘‘Trustee’’). It is contemplated that the 
Bradford Trust Company will serve as Trustee for 
Series 1. It is also contemplated that Bradford Trust 
Company of Boston will serve as Co-Trustee for Series 
1. Interactive Data Services, Inc. will serve as Evaluator 
for Series 1. A separate Indenture will be entered into 
each time a Series is created and activated and the 
Trust Securities which comprise its portfolio (or 
delivery statements relating to contracts for the 
purchase of such Trust Securities together with funds 
represented by cash or an irrevocable letter of credit 
issued by a major commercial bank in the amount 
required for their purchase) are deposited with the 
Trustee. Each Series will be substantially identical 
except as to size, number of Units and the individual 
Trust Securities in the portfolio. 


When a Series of the Trust is created, the Sponsors and 
the Trustee will enter into an Indenture and the Trust 
Securities to constitute such Series of the Trust (or 
delivery statements relating thereto and funds for the 
purchase thereof as set forth above) will be delivered to 
and deposited with the Trustee by or on behalf of the 
Sponsors. Substantially concurrently, the Trustee will 
issue in the name of the Sponsors, or such other name 
or names as the Sponsors may direct, one or more 
certificates evidencing the ownership of all of the 
undivided interests in such Series of the Trust. These 
Units will be separately offered for sale to the public at 
prices based upon their then respective current net 
asset values, after the registration statement filed in 
respect thereto under the 1933 Act has become 
effective. 


Applicants state that Trust Securities will not be 
pledged or be in any other way subjected to any debt at 


any time after they are deposited with the Trustee. The 
Sponsors have been accumulating Trust Securities for 
the purpose of deposit in Series 1 and will follow a 
similar procedure of accumulating Trust Securities for 
each subsequent Series. 


The assets of the Trust may consist of Debt Obligations 
initially deposited, such Debt Obligations as may 
continue to be held from time to time in exchange for or 
substitution of any of the Debt Obligations, accrued and 
undistributed interest, undistributed cash and Units of 
previously issued Series of the Trust. Certain of the 
Debt Obligations may from time to time be sold under 
the circumstances set forth in the Indenture, or may be 
redeemed or may mature in accordance with their 
terms. The proceeds from such dispositions may, at the 
discretion of the Sponsors, be reinvested in substitute 
obligations meeting specified criteria or may be 
distributed to the holders of Units of the Trust 
(‘‘Unitholders’’) and not reinvested. 


Each Unit of the Trust will represent a fractional 
undivided interest, the numerator of the fractional 
interest represented will be 1 and the denominator will 
be the number of Units issued and outstanding in any 
particular Series. Units are redeemable, and in the 
event that any Units are redeemed, the fractional 
undivided interest represented by each Unit will be 
increased accordingly. Units will remain outstanding 
until redeemed or until the termination of the 
Indenture. The Indenture may be terminated by 100% 
agreement of the Unitholders or, in the event that the 
value of Trust Securities shall fall below an amount 
specified, either upon direction of the Sponsors to the 
Trustee or by the Trustee without such direction. There 
is no provision in the Indenture for the issuance of any 
Units after the initial issuance and such activity will not 
take place (except to the extent that the secondary 
trading by the Sponsors in the Units is deemed the 
issuance of Units under the Act). 


The Sponsors while under no obligation to do so, intend 
to maintain a market for Units of the Trust and to offer 
to purchase such Units at prices in excess of the 
redemption price as set forth in the Indenture. In the 
absence of such a market, Unitholders may only be able 
to dispose of their Units by redemption. 


Section 14 [a] 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal 
underwriter for such a company shall make a public 
offering of securities of which such company is the 
issuer unless (1) the company has a net worth of at least 
$100,000; (2) at the time of a previous public offering it 
had a net worth of $100,000; or (3) provision is made 
that a net worth of $100,000 will be obtained from not 
more than twenty-five responsible persons within 
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ninety days, of the entire proceeds received, including 
sales charge, will be refunded. 


Applicants seek an exemption from the provisions of 
Section 14(a) in order that a public offering of Units of 
the Trust as described above may be made. In 
connection with the requested exemption from Section 
14(a) the Sponsors agree (1) to refund, on demand and 
without deduction, all sales charges to purchasers of 
Units of a Series if, within ninety days from the time 
that a registration statement for a Series becomes 
effective under the Securities Act of 1933, the net worth 
of the Series shall be reduced to less than $100,000, or 
if such Series is terminated; (2) to instruct the Trustee 
on the date Trust Securities are deposited in each 
Series that in the event that redemption by the 
Sponsors of Units constituting a part of the unsold Units 
shall result in that Series having a net worth of less than 
40% of the principal amount of Trust Securities 
originally deposited for such Series, the Trustee shall 
terminate the Series in the manner provided in the 
Indenture and distribute any Trust Securities or other 
assets deposited with the Trustee pursuant to the 
Indenture as provided therein; and (3) in the event of 
termination for the reasons described in (2) above, to 
refund any sales charges to any purchasers of Units 
purchased from the Sponsors on demand and without 
any deduction. 


The Sponsors have further represented that no Series of 


the Trust will be created which will contain in the 
portfolio on the date of deposit, Trust Securities (or 
delivery statements relating thereto and funds for the 
purchase thereof) having a face amount of less than 
$3,000,000. In the event the value of such a Series 
should decrease to the greater of $1,000,000 or 20% of 
4he amount of the Trust Securities initially deposited, 
for any reason, the Trustee may, and when so directed 
by the Sponsors shall, terminate and liquidate the 
Series. Thus, Applicants represent that it is highly 
unlikely that, except during the course of liquidation, 
the net worth of any Series would ever decline of 
$100,000 or less. 


Rule 19b-1 


Bule 19-1 provides in substance that no registered 
davestment company which is a ‘‘regulated investment 
campany’’ as defined in Section 851 of the Internal 
Revenue Code shall distribute more than one capital 
gain dividend in any one taxable year. Paragraph (b) of 
the Rule contains a similar prohibition for a company 
nat a ‘‘regulated investment company’’ but permits a 
unit investment trust to distribute capital gains 
dividends received from a ‘‘regulated investment 
company’’ within a reasonable time after receipt. 


Distributions of interest on each Series will be made to 
Unitholders semi-annually unless a Unitholder elects to 
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receive them monthly or quarterly. Distributions of 
principal on each Series will be made to Unitholders 
semi-annually. Applicants represent that distributions 
of principal constituting capital gains to Unitholders 
may arise in the following instances: (1) If an issuing 
authority calls or redeems an issue of Debt Obligations 
held in the portfolio, the sums received by the Trust will 
be distributed on a pro-rata basis to each Unitholder on 
the next distribution date; (2) if Units are redeemed by 
the Trustee and Trust Securities from the portfolio are 
sold to provide the funds necessary for such 
redemption, each Unitholder will receive his pro-rata 
portion of the proceeds from the Trust Securities sold 
over the amount required to satisfy such redemption 
distribution; (3) if Trust Securities held in the portfolio 
must be disposed of in order to maintain the 
qualification of a Series as a regulated investment 
company under the Internal Revenue Code, the sums 
received by the Trust will be distributed on a pro-rata 
basis to each Unitholder on the next distribution date; 
and (4) if Debt Obligations held in the portfolio are sold 
to maintain the investment stability of a Series of the 
Trust, the sums received by the Trust may be 
distributed on a pro-rata basis to each Unitholder on the 
next distribution date. In such instances, a Unitholder 
may receive in his distribution funds which constitute 
capital gains, since in some cases the value of the Trust 
Securities redeemed or sold may have increased since 
the date of initia! deposit. 


As noted, Paragraph (b) of Rule 19b-1 provides that a 
unit investment trust may distribute capital gain 
dividends received from a ‘‘regulated investment 
company’’ within a reasonable time after receipt. 
Applicants assert that the purpose behind such 
provision is to avoid forcing unit investment trusts to 
accumulate valid distributions received throughout the 
year and distribute them only at year end, and that the 
operations of Applicants in this regard are squarely 
within the purpose of such provision. However, in order 
to comply with the literal requirements of the Rule, 
each Series of the Trust would be forced to hold any 
monies which would constitute capital gains upon 
distribution until the end of its taxable year. The 
application contends that such practice would clearly be 
to the detriment of the Unitholders. 


In support of the requested exemption, Applicants state 
that the dangers against which Rule 19b-1 is intended 
to guard do not exist in the situation at hand since 
neither the Sponsors nor the Trust has control over 
events which might trigger capital gains, e.g., the 
tendering of Trust Units for redemption and the 
prepayment of portfolio Debt Obligations by the issuing 
authorities. In addition, it is alleged that any capital 
gains distribution will be clearly indicated as capital 
gains in the accompanying report by the Trustee to the 
UNitholder. Finally, Applicants assert that the sale of 
Debt Obligations in an effort to maintain the 





investment stability of a Series of the Trust is an 
activity designed generally to prevent or to retard 
deterioration of values when certain adverse factors 
exist. These factors include a default in the payment of 
principal or itnerest on Debt Obligations, an action 
involving the issuer thereof which will adversely affect 
its ability to continue payment of the principal and the 
interest on its Debt Obligations, or an adverse change 
in the market, revenue or credit factors affecting the 
investment stability of the Debt Obligations. However, 
Applicants also contend that sale of Debt Obligations in 
an effort to maintain investment stability of any Series 
is not expected to result in capital gains distributions to 
the Trust or its unitholders because the above factors 
will normally have a depressing effect on the market 
value of the Debt Obligations. 


Rule 22c-1 


Applicants state that following the initial offering 
period, the Sponsors, while not obligated to do so, 
intend to offer to purchase the Units in the secondary 
market at prices based on the offering side evaluation 
of the Trust Securities in any Series, determined on the 
last business day of each week, effective for all sales 
made during the following week. 


Applicants also state that the Sponsors have 
undertaken to adopt a procedure whereby the 
Evaluator, without a formal evaluation, will provide 
estimated evaluations on trading days. In the case of a 
repurchase, if the Evaluator cannot state that the 
previous Firday’s price is at least equal to the current 
bid price, the Sponsors will order a full evaluation. The 
Sponsors agree that, in case of the resale of Units in the 
secondary market, if the Evaluator cannot state that the 
previous Friday’s price is not more than one-half point 
($5.00 on a unit representing $1,000.00 principal 
amount of underlying Trust Securities) greater than the 
current offering price, a full evaluation will be ordered. 
Under these circumstances, the Applicants contend 
that the exemption of the Sponsors from the provisions 
of Rule 22c-1 will in no way affect the operations of the 
Trust and will benefit the Unitholders by providing a 
repurchase price for their Units which is in excess of the 
current net asset value of such Units as computed for 
redemption purposes. 


Rule 22c-1 provides, in pertinent part, that no 
registered investment company issuing any redeem- 
able security, and no dealer in any such security, shall 
sell, redeem, or repurchase any such security except at 
a price based on the current net asset value of such 
security which is next computed after receipt of a 
tender of such security for redemption or of an order to 
purchase or sell such security. 


Applicants state that Rule 22c-1 has two purposes: (1) 
to eliminate or to reduce any dilution of the value of 


outstanding redeemable securities of registered 
investment companies which might occur fftrough the 
sale, redemption or repurchase or such securities at 
prices other than their current net asset values; and (2) 
to minimize speculative trading practices in the 
securities of registered investment companies. 


The secondary market activities of the Sponsors and the 
manner for the acquisition by investors of new Units, 
may be deemed to violate Rule 22c-1 because of the 

absence of daily pricing. Applicants contend, however, | 
that the purposes of Rule 22c-1 will not be.effended by 
the Sponsors in the secondary market activitids. 
Applicants assert that the pricing of Units by the 
Sponsors in the secondary market will in nd way dilufe 
the assets of the Trust, and that Unitholders will benefit 
from the Sponsors’ pricing procedure in the secondary 
market since they will normally receive a higher 
repurchase price for their Units than they could be 
redeeming their Units at the current net asset value, 
and that this will be accomplished without the cost . 
burden to the Trust of daily evaluations of the Unit * 
redemption value. 


Applicants also contend that speculation in Units of any 
Series is unlikely because price changes are limited ih 
respect to the kind of Trust Securities which will be hefd 
by such Series. 


To avoid the Sponsors receiving more than the specified 
sales charge on the resale of Units, the Sponsors have 
undertaken not to resell any Units which they may , 


repurchase at a price below the offering side evaluation © 


of the Trust Securities in any Series. py 
Applicants therefore request an exemption from the 
provisions of Rule 22c-1 for Series 1 and for alt 
subsequently created Series insofar as the Rule may 
apply after completion of the primary distribution of 
Units of such Series. 


Section 22(d) 


Applicants propose to offer the right to partitipate in an : 


automatic reinvestment option (‘‘ARO Ptan’’) itd 
Unitholders of record in each of its Series who have 
selected the semi-annual plan of distribution. This ARO 
Plan will permit Unitholders to invest income and 
capital gains distributions made to them ona 
predecessor Series of the Trust into Units of a 
subsequent Series of the Trust (‘‘Reinvestment 
Series’’) at a reduced sales charge. Applicants stafe 
that its Unitholders will be able to join the ARO Plan at 
any time by delivering to the Truste® an Authorization « 
Form. Likewise, a participant may withdraw at any time 
upon written notice to the Trustee. To assist ‘In 
withdrawals, the Trustee intends to establish a toll frée 
telephone number. However, if notification $f 
withdrawal has not been given to the Trustee prior toa 


SEC DOCKET/1547 





particular semi-annual distribution date, the partici- 
pant will be deemed to have elected to participate in the 
ARO Plan with respect to that particular distribution, 
and his withdrawal will become effective for the next 
succeeding distribution. Each participant will have his 
interest and principal distributions reinvested on the 
corresponding distribution date in the appropriate 
Reinvestment Series of the Trust. Applicants represent 
that they intend to see to it that each Reinvestment 
Series will be declared effective by the Commission in 
sufficient time to allow distribution to Plan participants 
of final prospectuses relating to such Reinvestment 
Series. As presently contemplated, it is intended that 
each Reinvestment Series will become effective on or 
about each semi-annual record date for determining 
who is eligible to receive distributions on the related 
Distribution Date. Applicants state that if a Reinvest- 
ment Series has not been declared effective in such 
sufficient time, the ARO Plan will be suspended with 
respect to that Series and recommenced with the next 
succeeding Series. In such a case, a participant would 
receive his normal cash distribution. Applicants 
represent that fractional Units in the denomination of 
tenths will be purchased under the ARO Plan and any 
excess cash from each distribution not utilized to 
purchase such Units will be distributed to the 
respective Plan participants. 


In order that distributions may be reinvested on the 
next succeeding Distribution Date, the Authorization 
Form must be received by the Trustee no later than the 
15th day of the month preceding such Distribution 
Date. Any Authorization Form received after such date 
will result in the commencement of reinvestment on the 
second Distribution Date thereafter. Once delivered to 
the Trustee, an Authorization Form will, except in the 
following instance, constitute a valid election to 
participate in the Plan for each subsequent distribution 
as long as the Unitholder continues to participate in the 
Plan. 


Applicants have agreed that in the event any 
Reinvestment Series should materially differ from the 
particular Series of the Trust into which participants in 
the ARO Plan originally invested or the preceding 
Reinvestment Series, the Unitholders’ authorization to 
participate in the ARO Plan will be voided, and, after 
the filing of a registration statement under the 1933 Act 
for such Reinvestment Series, participants will be 
provided with a prospectus meeting the requirements 
of Section 10(a) of the 1933 Act for such Reinvestment 
Series, a notice of the material change, and a new 
Authorization Form. 


Unless a Unitholder notifies the Trustee in writing to 
the contrary, any Unitholder who has acquired Units 
through the ARO Plan will be deemed to have elected 
the semi-annual plan of distribution and to participate 
in the ARO Plan with respect to distributions made in 
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connection with Units so purchased under the ARO 
Plan. A Unitholder may withdraw from the ARO Plan 
with respect to distributions related to Units purchased 
under the ARO Plan, and remain in the Plan with 
respect to Units acquired other than through the Plan. 
All such distributions made with respect to Units 
purchased under the Plan will be accumulated with 
distributions generated from the Units of the Series of 
the Trust used to purchase such additional ARO Plan 
Units, but no distributions generated from Units of 
other Series of the Trust will be accumulated with the 
foregoing distributions for ARO Plan purchases. Thus, 
if a person owns units in more than one Series of the 
Trust (which are not the result of purchases under the 
ARO Plan), distributions with respect thereto will not 
be aggregated for purchases under the ARO Plan. Any 
funds not utilized to purchase Units in the 
denomination of tenths in the Reinvestment Series will 
be automatically distributed by the Trustee on the 
Distribution Date. Confirmations of sales relating to 
Units purchased under the ARO Plan and certificates 
relating thereto will be provided in the normal course of 
business. Both the Sponsors and the Trustee reserve 
the right to suspend, modify, or terminate the Plan at 
any time. All participants will receive notice of any such 
suspension, modification or termination. 


Units of each existing Series of the Trust will be offered 
at a public offering price of approximately $1,050 per 
Unit plus accrued interest. However, as noted above, it 
is the Sponsors’ intention to permit purchases under 
the ARO Plan of fractional units in the denomination of 
tenths rather than require purchases of full units. The 
purpose of allowing purchases of fractional Units is to 
allow a minimum purchase requirement in the primary 
distribution of Trust Units, but at the same time permit 
maximum use of distributions for purchases through 
the reinvestment program. 


Applicants propose to offer Reinvestment Series Units 
under the ARO Plan at a price reflecting a sales charge 
of 3-2% of the underlying net asset value of the Trust 
Securities in such Series rather than the customary 
4-%2% sales charge which applies to all primary and 
secondary sales of Units in the various Series of the 
Trust (including primary and secondary sales of 
Reinvestment Series Units other than through the ARO 
Plan). 


Section 22(d) of the Act provides, in pertinent part, that 
no registered investment company shall sell any 
redeemable security issued by it except to or through a 
principal underwriter for distribution or at a current 
public offering price described in the prospectus, and, 
if such class of security is being currently offered to the 
public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell any 
such security to any person, except a dealer, a principal 
underwriter or the issuer, except at a current public 





offering price described in the prospectus. Rule 22d-1 
permits certain variations in sales load, none of which it 
is alleged are applicable to the proposed ARO Plan. 


In support of the request, Applicants assert that 
applying a sales charge of less than the customary 
4-2% charge in the case of ARO Plan purchases is 
both beneficial to ARO Plan participants, and also 
warranted in light of the related cost savings. 
Applicants state that approximately 3-%2% of the 
customary 4-1%2% sales charge is attributable to 
brokerage efforts to make the initial customer 
solicitation, to ascertain the customer’s financial 
requirements and to counsel him on the Sponsors’ 
specific product. Applicants represent that each 
Reinvestment Series will be substantially similar to the 
Series of the Trust which the ARO Plan participant 
originally purchased with the exception of the make-up 
of the Series portfolio and certain portfolio related 
information. Consequently, the support for that portion 
of the sales charge attributable to counselling the 
participant on the Sponsors’ product is reduced, as is 
the selling effect relating to initial solicitations. It is the 
Applicants’ belief that cost savings related thereto 
should be passed on to ARO Plan participants. 


However, with respect to any particular Reinvestment 
Series, Applicants believe a participant may seek 
professional advice, and, thus, a reduced sales charge 


for such financial services is warranted. It is the 
Applicants’ belief that a charge of 1-’2% of the net 
asset value of the underlying Trust Securities in each 
Reinvestment Series (or assuming a net asset value of 
approximately $1,000 per Unit a sales charge of $15.00 
per Unit) is a reasonable and justifiable expense to be 
allocated to the soliciting broker for his professional 
assistance in connection with each Reinvestment 
Series. 


Applicants further assert that implementation and 
continuation of the ARO Plan will create special 
out-of-pocket costs which should properly be borne by 
the Plan participants. It is the Sponsors’ belief that the 
special out-of-pocket expenses related to the Plan 
(including such items as (a) maintaining Trustee 
records on participants, (b) mailing, shipping and 
miscellaneous delivery charges, (c) maintaining a toll 
free telephone number with knowledgeable operators, 
and (d) separate printing charges) will amount to 
$10.00 per unit (assuming the above net asset value, 
1% of such value). Finally, prior experience indicates 
that the normal out-of-pocket costs for establishing 
each Series of the Trust approximate 1% of the 
underlying asset value of the Trust’s portfolio. 
Applicants represent that all such costs will be covered 
in the proposed 3-%2% sales charge. Thus, Applicants 
conclude that the proposed 3-12 % sales charge for ARO 
Plan purchases not only passes through certain cost 
savings to ARO Plan participants but also charges such 


persons for reasonable expenses related to the creation 
of the ARO Plan, and for fees relating to periodic, 
professional, financial advice. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission may, upon application, conditionally or 
unconditionally, exempt any person, security, or 
transaction, or any class or classes of persons, 
securities, or transactions from any provision of the Act 
or of any rule or regulation under the Act, if and to the 
extent such exemption is necessary or appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 6, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the addresses stated above. Proof of such 
service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing, 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9889/ August 12, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5854/ August 12, 1977 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9890/ August 12, 1977 


In the Matter of 


SIGMA TAX-FREE INCOME FUND, INC. 
Greenville Center 

3801 Kennett Pike 

Wilmington, Delaware 19807 


(811-2724) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Sigma Tax-Free 
Income Fund, Inc. (‘‘Applicant’’), an open-end, 
diversified management investment company regis- 
tered under the Investment Company Act of 1940 
(‘‘Act’’), filed an application on May 26, 1977, and an 
amendment thereto on August 4, 1977, pursuant to 
Section 8(f) of the Act for an order of the Commission 
declaring that the Applicant has ceased to be an 
investment company as defined in the Act. All 
interested persons are referred to the application on file 
with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Applicant was organized as a corporation under the 
laws of Delaware on January 25, 1977. On that same 
date, Applicant registered under the Act as an 
investment company and filed a Form S-5 under the 
Securities Act of 1933 to register 500,000 shares of its 
common stock. Since the date of its incorporation, 
Applicant has engaged in no business activity, has had 
no stockholders, has never raised its initial capital 
pursuant to Section 14 of the Act, and has never had 
any assets. The application contends that after 
consideration of existing market conditions and for 
other business reasons, Applicant’s board of directors 
decided to seek an order providing that Applicant’s 
registration as an investment company shall cease to be 
in effect. On June 16, 1977, a Certificate of Dissolution 
was filed with the Secretary of State of Delaware, and, 
pursuant to Rule 477 promulgated under the Securities 
Act of 1933, an application requesting withdrawal of 
Form S-5 was filed on May 26, 1977. 


Section 8(f) of the Act provides in part that whenever 
the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
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person may, not later than September 6, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9891/August 12, 1977 


In the Matter of 


CUMULO ALTERNATE FUND, INC. 
523 West Sixth Street 
Los Angeles, Cal. 90014 


(811-1945) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Cumulo Alternate 
Fund, Inc. (‘‘Applicant’’), an open-end, diversified, 
management investment company registered under the 
Investment Company Act of 1940 (‘‘Act’’), filed an 
application on June 10, 1977, and an amendment 
thereto on July 18, 1977, pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 





defined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the facts and representations contained 
therein, which are summarized below. 


Applicant was incorporated under the laws of the State 
of California on August 28, 1969 and registered with the 
Commission under the Act on September 29, 1969. 


Applicant states that on February 3, 1977, its 
shareholders approved a plan of liquidation and 
dissolution (‘‘Plan’’). A cash reserve of $1,425.51 was 
established in accordance with the Plan to discharge 
any unpaid liabilities and to pay the expenses of 
dissolution. All remaining assets were liquidated and 
distributed to Applicant’s shareholders pro rata on May 
2, 1977. At the time of liquidation Applicant had net 
assets of $74,136.25 and 15,243.72 shares outstanding. 
Applicant represents that any monies remaining in the 
reserve will be distributed to former shareholders pro 
rata in January 1978. 


Applicant states that on May 24, 1977, a Certificate of 
Dissolution was filed with the Secretary of State of 
California and that Applicant has ceased to be an 
investment company. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds that 
a registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 6, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9892/ August 12, 1977 


In the Matter of 


CUMULO FUND, INC. 
523 West Sixth Street 
Los Angeles, Cal. 90014 


(811-1708) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Cumulo Fund, Inc. 
(‘‘Applicant’’), an open-end, diversified, management 
investment company registered under the Investment 
Company Act of 1940 (‘‘Act’’), filed an application on 
June 10, 1977, and an amendment thereto on July 18, 
1977, pursuant to Section 8(f) of the Act for an order of 
the Commission declaring that Applicant has ceased to 
be an investment company as defined in the Act. All 
interested persons are referred to the application on file 
with the Commission for a statement of the facts and 
representations contained therein, which are sum- 
marized below. 


Applicant was incorporated under the laws of the State 
of Delaware on July 22, 1968, and registered with the 
Commission under the Act on August 9, 1968. 


Applicant states that on February 3, 1977, its 
shareholders approved a plan of liquidation and 
dissolution (‘‘Plan’’). A cash reserve of $1,294.09 was 
established in accordance with the Plan to discharge 
any unpaid liabilities and to pay the expenses of 
dissolution. All remaining assets were liquidated and 
distributed to Applicant’s shareholders pro rata on May 
2, 1977. At the time of liquidation Applicant had net 
assets of $161,720.03 and 47,325.17 shares out- 
standing. 


Applicant represents that in June of 1977, $622.26 was 
returned to Aplicant by a bank acting as agent for a 
shareholder in settlement of an outstanding claim. This 
amount and any additional such assets that may be 
recovered, together with any monies remaining in the 
reserve, will be distributed to former shareholders 
pro rata in January 1978. 
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Applicant states that on May 26, 1977, a Certificate of 
Dissolution was filed with the Secretary of State of 
Delaware and that Applicant has ceased to be an 
investment company. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds that 
a registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 6, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing there- 
on. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall 
be served personally or by mail upon the Applicant at 
the address stated above. Proof of such service (by 
affidavit, or in case of an attorney-at-law, by certificate) 
shall be filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9893/ August 16, 1977 


In the Matter of 

DIVERSIFICATION FUND, INC. 

THE EXCHANGE FUND OF BOSTON, INC. 
DEPOSITORS FUND OF BOSTON, INC. 


CAPITAL EXCHANGE FUND, INC. 
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FIDUCIARY EXCHANGE FUND, INC. 

SECOND FIDUCIARY EXCHANGE FUND, INC. 
LEVERAGE FUND OF BOSTON, INC. 

VANCE, SANDERS SPECIAL FUND, INC. 

VANCE, SANDERS COMMON STOCK FUND, INC. 
VANCE, SANDERS INVESTORS FUND, INC. 
VANCE, SANDERS INCOME FUND, INC. 

VANCE, SANDERS MUNICIPAL BOND TRUST 


VANCE, SANDERS EXCHANGE FUND 
(A California Limited Partnership) 


VANCE, SANDERS & COMPANY, Inc. 
One Beacon Street 
Boston, Massachusetts 02108 


and 


WILLIAM M. GRIFFIN 

C/O Hartford Fire Insurance Company 
Hartford Plaza 

Hartford, Connecticut 06115 


(812-4132) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 2(a) (19) OF THE ACT. 


On July 18, 1977, notice was given (Investment 
Company Act Release No. 9852) of an application filed 
on April 29, 1977, and amended on June 10, 1977, and 
June 24, 1977, by Diversification Fund, Inc., The 
Exchange Fund of Boston, Inc., Depositors Fund of 
Boston, Inc., Capital Exchange Fund, Inc., Fiduciary 
Exchange Fund, Inc., Second Fiduciary Exchange 
Fund, Inc., Leverage Fund of Boston, Inc., Vance, 
Sanders Special Fund, Inc., Vance, Sanders Common 
Stock Fund, Inc., Vance, Sanders Investors Fund, Inc., 
Vance, Sanders Income Fund, Inc., Vance, Sanders 
Exchange Fund (A California Limited Partnership), and 
Vance, Sanders Municipal Bond Trust (collectively, 
‘‘Funds’’), each registered under the Investment 
Company Act of 1940 (the ‘‘Act’’) as a management 
investment company, Vance, Sanders and Company, 
Inc. (‘Vance Sanders’’), presently investment adviser 
to each of the Funds except Vance, Sanders Municipal 
Bond Trust, which proposes to employ Vance Sanders 
as investment adviser, and William M. Griffin (‘‘Mr. 
Griffin’’), requesting an order pursuant to Section 6(c) 
of the Act exempting Mr. Griffin from the definition of 
“‘interested person’’ contained in Section 2(a)(19) of the 





Act to the effect that Mr. Griffin shall not be deemed to 
be an interested person of the Funds, their investment 
adviser or principal underwriter by reason of his status 
as: (1) a director, executive vice president and 
chairman of the finance committee of Hartford Fire 
Insurance Company; (2) a director and president of 
Hartford Securities Company, Inc; (3) a director, vice 
president and chairman of the finance committee of 
Hartford Life Insurance Company; or (4) adirector, vice 
president and chairman of the finance committee of 
Hartford Variable Annuity Life Insurance Company. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a)(19) of the Act, to the extent requested, 
be and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A.Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9894/August 17, 1977 


In the Matter of 


COLONIAL OPTION INCOME FUND, INC. 

and 

COLONIAL MANAGEMENT ASSOCIATES, INC. 
75 Federal Street 

Boston, Massachusetts 02110 


(812-4117) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
TO PERMIT AN OFFER OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) FOR AN EXEMPTION 
FROM SECTION 22(d) OF THE ACT 
Inc. 


Colonial Option Income Fund, (‘‘Fund’’), an 


open-end, diversified, management investment com- 
pany registered under the Investment Company Act of 
1940 (‘‘Act’’), and Colonial Management Associates, 
Inc., the investment adviser to and the principal 
underwriter for the Fund (collectively ‘‘Applicants’’), 
filed an application on April 4, 1977, and an 
amendment thereto on July 5, 1977, for an order of the 
Commission (1) pursuant to Section 11(a) of the Act, to 
permit the Fund to offer its shares in exchange for 
those shares of Standard & Poor’s/InterCapital Liquid 
Asset Fund, Inc. (‘‘S&P’’) which were originally 
acquired with proceeds from the redemption of Fund 
shares and from additional S&P shares received 
through reinvestment of dividends and capital gains 
distributions, upon payment of a $5 exchange fee, and 
(2) pursuant to Section 6(c) of the Act, to exempt 
Applicants from Section 22(d) of the Act and the rules 
thereunder to the extent necessary to permit the sale of 
Fund shares through such exchange offers without the 
customary sales charge. 


On July 21, 1977, a notice (Investment Company Act 
Release No. 9863) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 11(a) of the Act, 
that the proposed exchange offers be, and hereby are, 
approved, effective forthwith; and 


IT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the application for exemption from Section 
22(d) of the Act and the rules thereunder, to the extent 
requested, be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9895/ August 17, 1977 
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In the Matter of 


E.1. DU PONT DE NEMOURS AND COMPANY 
1007 Market Street 
Wilmington, Delaware 19898 


(812-4139) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 17(b) OF THE ACT FOR ORDER 
EXEMPTING PROPOSED TRANSACTION FROM 
THE PROVISIONS OF SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that E.I. du Pont de 
Nemours and Company (‘‘Applicant’’), a Delaware 
corporation, has filed an application on May 25, 1977, 
pursuant to Section 17(b) of the Investment Company 
Act of 1940 (‘‘Act’’) for an order exempting from the 
provisions of Section 17(a) of the Act Applicant’s 
proposed grant to Mitsui Fluorochemicals Company, 
Ltd. (‘‘Mitsui’’), a Japanese corporation, of an 
exclusive license, with the right to grant sublicenses, to 
certain patent rights and technical information. All 
interested persons are referred to the application on file 
with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


The application states that Mitsui, a manufacturer and 
‘seller of fluorinated hydrocarbon products since 1963, 
geeks to acquire an exclusive license, with the right to 
‘grant sublicenses, to use certain technology developed 
by Applicant relating to fluorocarbon resin pellets 
(‘‘PFA polymers’’) for use in molding a variety of 
products which require high resistance to strong 
chemicals and extremely high temperatures. 


According to the application, Applicant and Mitsui 
have executed an agreement (the ‘‘Agreement’’) 
providing for the grant of such a license. The 
application states that under the Agreement, the 
transfer of Mitsui of Japanese patent rights and 
technical information is nonexclusive pending receipt of 
the exemptive order requested in the application, and 
that approval of the transaction by appropriate 
Japanese governmental authorities was received on 
April 19, 1975. The application also states that, 
pursuant to the Agreement, Mitsui has agreed to pay 
Applicant a royalty of 5% of the Net Selling Price, as 
defined in the Agreement, of all quantities of PFA 
‘polymers used or sold by Mitsui or any Mitsui 
sublicensee during the ten-year period beginning as of 
‘the first day of the calendar quarter immediately 
succeeding the date of the first sale or use for 
commercial purposes of PFA polymers made by Mitsui 
or any sublicensee or Mitsui after January 17, 1975; 
that those royalties are payable by Mitsui within 60 
days after the end of each calendar quarter during such 
ten-year period; and that, as of May 23, 1977, Mitsui 
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has paid Applicant $17,886.79 in such royalties. 


The application states that Christiana Securities 
Company (‘‘Christiana’’), a non-diversified, closed-end 
management investment company registered under the 
Act, owns approximately 27.7% of the outstanding 
common stock of Applicant, which in turn owns 50% of 
the outstanding common stock of Mitsui. The 
application further states that the remaining 50% of 
Mitsui’s outstanding common stock is owned by Mitsui 
Petrochemical Industries, Ltd., a Japanese corporation. 
Applicant concludes that both Applicant and Mitsui are 
(1) presumed to be controlled by Christiana, and (2) 
affiliated persons of Christiana, for purposes of the Act. 


Section 17 (a) of the Act provides, in part, that it shall be 
unlawful for any affiliated person of a registered 
investment company, or any affiliated person of such a 
person, acting as principal, Knowingly to sell to or 
purchase from such registered company, or any 
company controlled by such company, any security or 
other property. Applicant states that the proposed 
grant to Mitsui of the exclusive rights described above 
may be prohibited by Section 17(a), and it therefore 
requests an order exempting that proposed grant from 
the provisions of Section 17(a). 


Section 17(b) of the Act provided that the Commission, 
upon application, shall exempt a proposed transaction 
from the provisions of Section 17(a) of the Act if 
evidence establishes that the terms of the proposed 
transaction, including the consideration to be paid or 
received, are reasonable and fair and do not involve 
overreaching on the part of any person concerned, and 
that the proposed transaction is consistent with the 
policy of each registered investment company 
concerned and with the general purposes of the Act. 


Applicant asserts that the terms of the proposed 
transaction are reasonable and fair and do not involve 
overreaching on the part of any person, and that the 
royalties payable on PFA polymers and the future 
rights to technology developed by Applicant reasonably 
reflect the value of the patent rights and technical 
information conveyed by the Agreement. 


The application states that Mitsui maintains only a 
limited research and development organization and, 
therefore, must purchase technology from others. The 
application also states that Mitsui desires the 
above-described patent rights and technical informa- 
tion because of the lower cost advantages of domestic 
production and the broader product base they would 
bring to Mitsui. Applicant asserts that its granting of 
access to such technology to Mitsui would provide 
applicant with an opportunity to capitalize on such 
technology in the Japanese market. 


Finally, Applicant submits that the proposed 





transaction is consistent with the policies of Christiana 
and with the general purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 9, 1977, at 5:30 
P.M., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will received any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9896/ August 17, 1977 


In the Matter of 


PURITAN FUND, INC. 

and 

FIDELITY MANAGEMENT & RESEARCH CO. 
82 Devonshire Street 

Boston, Massachusetts 02109 


(812-4111) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING A PROPOSED EXCHANGE OF SHARES 
FROM THE PROVISIONS OF SECTIONS 22(c), 22(d) 
AND RULE 22c-1 THEREUNDER AND PURSUANT 
TO SECTION 17(d) AND RULE 17d-1 THEREUNDER 
PERMITTING CONSUMMATION OF CERTAIN 
PROPOSED TRANSACTIONS 


On July 21, 1977, a notice was issued (Investment 
Company Act Release No. 9865) of an application filed 
on March 25, 1977, and an amendment thereto on June 
17, 1977, by Puritan Fund, Inc. (‘‘Puritan’’), registered 
under the Investment Company Act of 1940 (‘‘Act’’) as 
an open-end, diversified management investment 
company, and Fidelity Management & Research 
Company (‘‘FMR’’), investment adviser to Puritan, for 
an order of the Commission pursuant to Section 6(c) of 
the Act exempting from the provisions of Section 22(c},; 
Rule 22c-1 and Section 22(d) of the Act the proposed 
exchange of Puritan shares at net asset value without a 
sales charge and at a price other than the price next 
determined after receipt of a purchase order for 
substantially all of the assets of Blanchard Investment 
Company, Inc., a personal holding company; and an 
order pursuant to Section 17(d) of the Act and Rule 
17d-1 thereunder permitting an agreement between 
Puritan and FMR calling for Puritan and FMR each to 
bear one-half of Puritan’s out-of-pocket expenses 
related to the above proposed exchange of shares up to 
a maximum of $5,000, and for all of such out-of-pocket 
expenses in excess of $5,000 ot be borne by FMR. ~ 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemptions is appropriate in 
the public interest and consistent with the protection ot 
investors and the purposes fairly intended by the policy 
and provisions of the Act, and that the participation by 
Puritan in the proposed transactions is consistent with 
the provisions, policies and purposes of the Act and is 
not on a basis less advantageous than that of any other 
participant. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) bf the Act, 
that the application for exemption from Sections 22(c), 
Rule 22c-1 and 22(d) of the Act, to the extent requested, 
be, and hereby is, granted, effective forthwith. 


IT IS FURTHER ORDERED, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, that said 
application to permit the consummation of the proposed 
transactions between Puritan and FMR be, and hereby 
is, granted, effective forthwith. 


For the Commission, by the Division of investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9897/August 17, 1977 


In the Matter of 


TRUST FUND SPONSORED BY THE SCHOLARSHIP 
CLUB, INC. 

c/o Calvert Courtney 

P.O. Box 998 

Palmetto, Florida 33561 


(811-1515) 


NOTICE OF PROPOSAL TO TERMINATE REGIS- 
TRATION PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940: 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Investment 
Company Act of 1940 (‘‘Act’’), to declare by order on its 
own motion, that the Trust Fund Sponsored by the 
Scholarship Club, Inc. (‘‘Fund’’), registered under the 
Act as a closed-end management investment company, 
has ceased to be an investment company as defined in 
the Act. 


The Fund was organized in 1961 under the laws of the 
State of Florida, and commenced the sale of its 
scholarship plans (‘‘Plans’’) in 1962. The Fund 
suspended sales of these Plans sometime prior to 1967. 
On July 17, 1967, the Fund registered under the Act, 
and on September 26, 1967, it filed a registration 
statement (File No. 2-27353) on Form S-6 under the 
Securities Act of 1933 to cover the sale of new 
scholarship plans. This registration statemeni was 
declared effective on October 6, 1969, and information 
in the Commission’s files discloses that 1300 new Plans 
were sold between October 6, 1969, and May, 1975, 
making a total of 5,150 Plans outstanding as of that 
date. Due to certain problems which developed in the 
management and administration of the Fund 
Department of Insurance of the State of Florida 
sometime in 1975 decided to take action to have the 
Fund liquidated. A proceeding entitled State of Florida, 
es rel The Department of Insurance (Relator vs. The 
Scholarship Club, Inc., (Respondent), was filed in the 
Circuit Court, Second Judicial Circuit for Leon County 
Florida, Civil Action No. 75-1701: That Court issued an 
order on August 26, 1975, appointing the Florida 
Department of Insurance as. Receiver of the Fund’s 
property and affairs for the purpose of suprvising the 
liquidation of the Fund. On March 9, 1977, that Court 
issued an Order of Final Distribution causing the Fund 
to be liquidated and its assets distributed to 
participating Fund members and trustees of Fund 
members. The Division of Rehabilitation and 
Liquidation of the State of Florida Department of 
Insurance has advised the Commission by letters dated 
May 16, 1977, and August 9, 1977, that the Order of 
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Final Distribution was implemented on March 18, 1977, 
and therefore the Fund ceased to exist on that date. 
Specifically, the staff of the Commission has been 
advised that the Fund has no assets or liabilities 
currently outstanding. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment company 
has ceased to be an investment company it shall so 
declare by order, which may be made upon appropriate 
conditions if necessary for the protection of investors, 
and upon the taking effect of such order, the 
registration of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than Sept 12, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on this matter accompanied by a statement as 
to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Fund at the address stated above. Proof of such service 
(by affidavit, or in the case of an attorney-at-law, by 


certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of this matter will be issued as of course 
following said date, unless the Commission thereafter 


orders a hearing upon request, or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division Investment 
Management pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9898/ August 18, 1977 


In the Matter of 


E.!. du PONT de NEMOURS AND COMPANY 
1007 Market Street 
Wilmington, Delaware 19898 





and 


REMINGTON ARMS COMPANY, INC. 
939 Barnum Avenue 
Bridgeport, Connecticut 06602 


(812-4115) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTIONS 6(c) AND 17(b) OF THE ACT FOR 
ORDER EXEMPTING PROPOSED TRANSACTIONS 
FROM SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that E.i. du Pont de 
Nemours and Company (‘‘Du Pont’’), a Delaware 
corporation, and Remington Arms Company, Inc. 
(‘‘Remington’’, herein referred to together with Du 
Pont as ‘‘Applicants’’), a Delaware corporation, have 
filed an application on April 1, 1977, and an 
amendment thereto on July 28, 1977, pursuant to 
Sections 6(c) and 17(b) of the Investment Company Act 
of 1940 (the ‘‘Act’’) for an order exempting from the 
provisions of Section 17(a) of the Act proposed 
modifications of their policies respecting lending 
money to, and purchasing residential property from, 
their employees. Du Pont and Remington are 
described, in the application, as companies presumed 
to be controlled by Christiana Securities Company 
(‘‘Christiana’’), registered under the Act as a 
closed-end, non-diversified, management investment 
company. All interested persons are referred to the 
application on file with the commission for a statement 
of the representations contained therein, which are 
summarized below. 


Background 


The application states that Applicants have each had a 
policy of assisting their employees in meeting costs 
incurred when they are transferred to new locations, 
and that this assistance may take the form of loans, 
advances, or purchases of residential property. 


According to the application, Applicants, in furtherance 
of those policies, have in the past sought and received 
certain exemptive orders of the Commission with 
respect to loans and advances proposed to be made by 
them to their employees. In particular, pursuant to 
orders dated June 24, 1953, February 9, 1959, and April 
10, 1970! such loans and advances are subject to the 
following limitations: (1) no loan shall be made to any 
director or officer of Du Pont or Remington, 
respectively, or of any affiliated company; (2) the 
amount on loan or advance to an individual at any time 
shall not exceed the lesser of $25,000 or three years’ 





1See Investment Company Act Release Nos. 1880, 2826 
and 6029, respectively. 


gross salary of the borrowing employee; and (3) such 
loans and advances in the aggregated outstanding at 
any one time shall not exceed $250,000 (in the case of 
Remington), or $3,000,000 (in the case of Du Pont). 


An order of the Commission dated May 1, 19592 
exempts from the provisions of Section 17(a) of the Act 
occasional purchases of residential property by Du Pont 
from its transferred employees, such transactions 
having been proposed to be negotiated on the basis of 
then current real estate values. Applicants state that in 
1974, Du Pont requested and received a ‘‘no-action’’ 
position from the Commission staff with respect to a 
proposal by Du Pont to modify, without amendment to 
the aforementioned 1959 order, its policy with respect 
to such transactions to the effect that, inter alia, 
purchases would be made (1) on a basis which might be 
deemed to be more frequent than ‘‘occasional’’, and (2) 
subject to the conditions described in the following 
paragraph. 


When an employee’s transfer is announced, Du Pont, 
while encouraging sales on the open market, will obtain 
two appraisals of the employee’s property from 
professional appraisers and make a standing offer to 
purchase the property, subject to specified time limits, 
at the greater of (1) the average of those two appraisals 
or (2) the invested value, which is generally defined as 
documented purchase price plus cost of allowable 
improvements. 


lf appraised value exceeds invested value the offer is 
limited to a maximum of four times the employee’s 
gross annual salary; if invested value exceeds 
appraised value, the offer is limited to the lesser of four 
times annual salary or $85,000. 


Applicants state further that, on the basis of the afore- 
mentioned ‘‘no-action’’ position and advice of its 
counsel, Remington implemented the identical 
modification to its employee relocation policy. Reming- 
ton states that it seeks the assurance of the exemptive 
order requested herein as a basis for proceeding with 
such purchases in the future, on the same terms and 
conditions requested by Du Pont. 


According to the application, most purchases of 
residential property by the Applicants are made at 
appraised value. The application states that the 
‘*invested value’’ provision is included in the policy to 
minimize the number of cases where an employee 
transferring at Applicants’ request would suffer a loss 
on his investment, and that the limitations in the 
policies are intended to place a reasonable ceiling on 
the Applicants’ commitments with respect to properties 
with high appraised values, and to protect Applicants 





2See Investment Company Act Release No. 2873. 
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from commitments to purchse properties with excessive 
investment values. 


Applicants’ Proposal 


Applicants assert that various dollar limits described 
above have become unduly restrictive. They state that 
the existing $25,000-per-employee loan limit was 
adopted in 1968, whereas, since January, 1968, the 
Homeowner’s Component of the Consumer Price 
Index, published by the U.S. Bureau of Labor Statistics, 
has approximately doubled—from 102.2 in January 
1968, to 194.8 in November 1976. Applicants therefore 
propose, in light of this increase, to revise their 
per-employee loan limit to $40,000, subject to receipt of 
an appropriate order from the Commission. 


Applicants expect that those proposed higher 
individual limits for loans will affect the appropriate- 
ness of the aggregate limits as loans are made in larger 
amounts. They therefore believe that it would be appro- 
priate to increase their applicable aggregate loan 
limitations by at least 100 . Applicants accordingly 
propose to increase Remington’s aggregate loan limit 
from $250,000 to $500,000, which they deem to be 
adequate in light of the relatively few transfers 
involved. With respect to Du Pont, however, Applicants 
assert that there are considerably more employee 
transfers involved, and that more transferees than 
originally anticipated are closing on their new homes 
before-closing on their old homes, resulting in higher 
utilizatfon of short-term equity loans. The application 
submits that for this reason, in addition to inflationary 
considerations, it would be appropriate to increase Du 
Pont’s aggregate limit by a total of 150, so that the new 
limit would be $7,500,000. 


Finally, Applicants state that the aforementioned 
$85,000 limit with respect to the purchase of an 
employee’s residential property was set in 1974; since 
January 1974, the Homeowner’s Component of the 
Consumer Price Index has increased by approximately 
26 —from 154.8 in January, 1974, to 194.8 in 
November, 1976. Applicants state that, in light of this 
increase, they have adopted a $100,000 limit for this 
purpose, subject to receipt of an appropriate order of 
the Commission. 


Statutory Standards 


The application states that Christiana owns approxi- 
mately 27.8% of the outstanding common stock of Du 
Pont Which, in turn, owns approximately 69.5% of the 
outstanding common stock of Remington. Applicants 
conclude that (1) Applicants are presumed to be 
controHed by Christiana, and (2) Applicants’ employees 
are affiliated persons of an affiliated person of 
Christiana, for purposes of the Act. 
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Section 17 (a) of the Act provides, in part, that it shall be 
unlawful for any affiliated person of a registered invest- 
ment company, or any affiliated person of such a 
person, acting as principal, (1) Knowingly to sell any 
security or other property to such registered company 
or to any company controlled by such registered 
company, or (2) to borrow money or other property from 
such registered company or from any company 
controlled by such registered company. Applicants 
state that the proposed transactions, if made beyond 
the limits currently permitted, may be prohibited by 
Section 17(a) of the Act. Applicants therefore request 
an order, pursuant to Sections 17(b) and 6(c) of the Act, 
exempting the proposed transactions from the 
provisions of Section 17(a). 


Section 17(b) of the Act provides that the Commission, 
upon application, shall exempt a proposed transaction 
from the provisions of Section 17(a) of the Act if 
evidence establishes that the terms of the proposed 
transaction, including the consideration to be paid or 
received, are reasonable and fair and do not involve 
overreaching on the pari of any person concerned, and 
that the proposed transaction is consistent with the 
policy of each registered investment company 
concerned and with the general purposes of the Act. 


Section 6(c) of the Act provides that the Commission 
may conditionally or unconditionally exempt any 
person, security, or transaction, or any class or classes 
of persons, securities, or transactions, from any 
provision of the Act if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicants assert that the terms of the proposed 
transactions are reasonable and fair and do not involve 
overreaching on the part of any person concerned. They 
state that the proposed modification of the current 
dollar limitations to conform to those described above 
would have a favorable effect on their relations with 
employees, and that the modified limitations would 
operate to ease further the hardship imposed on 
employees who are required to move at their 
employer’s request. 


The application submits that the proposed aggregate 
limitations on loans and advances are insignificant 


* compared to the size of Applicants’ businesses. The 


application submits that (1) with respect to Du Pont, the 
proposed limit of $7,500,000 is about 0.6% of its 
consolidated accounts receivable, which were approxi- 
mately $1,178,800,000 at December 31, 1976, and (2) 
with respect to Remington, the proposed aggregate 
limit of $500,000 is approximately 0.7% of its average 
consolidated accounts receivable during 1776 of about 
$75,000,000. Applicants assert that, for purposes of the 





foregoing comparison, the use of Remington’s average 
(rather than year-end) consolidated accounts receivable 
is appropriate, in view of the highly seasonal nature of 
Remington’s business. 


Finally, Applicants submit that the proposed trans- 
action is consistent with the policies of Christiana and 
with the general purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 12, 1977, at 5:30 
P.M., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the addresses stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 


hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
any any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9899/ August 18, 1977 


In the Matter of 

F.G. MUTUAL FUND, Inc. 
4680 Wilshire Boulevard 

Los Angeles, California 90010 
(811-2154) 


NOTICE OF FILING APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 


DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that F.G. Mutual Fund, 
Inc. (‘‘Applicant’’), a California corporation registered 
as an open-end, non-diversified, management invest- 
ment company under the Investment Company Act of 
1940 (‘‘Act’’), filed an application on July 21, 1977, 
pursuant to Section 8(f) of the Act, for an order 
declaring that Applicant has ceased to be an investment 
company. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 


Applicant represents that at a special meeting of 
Applicant’s shareholders held on December 30, 1976, 
the sale of substantially all of Applicant’s assets to New 
World Fund, Inc. (‘‘New World’’) was authorized by a 
vote of Applicant’s shareholders. New World, an 
open-end, diversified, management investment com- 
pany registered under the Act, acquired substantially 
all of the assets of Applicant on December 31, 1976, in 
exchange for common stock of New World. 


Applicant further represents that the shares of New 
World received by Applicant in connection with the sale 
of its assets have been distributed pro rata to 
Applicant’s shareholders, and that consequently, 
Applicant now has no assets or shareholders. Applicant 
states that on or about June 30, 1977 a Certificate of 
Dissolution of Applicant was filed with the state of 
California and that the dissolution of Applicant was 
effective as of that filing. 


Applicant finally states that all liabilities and expenses 
of Applicant incurred in connection with the sale of its 
assets and subsequent dissolution have been paid or 
assumed by Farmers New World Management 
Company, its former investment adviser, and that 
Applicant’s investment advisory contract with Farmers 
New World Management Company has been cancelled. 


Section 8(f) of the Act provides, in part, that whenever 
the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 12, 1977, at 5:30 
p.m., submit to the Commission in writing a request for 
a hearing on the matter accompanied by a statement as 
to the nature of-his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
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addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9900/ August 18, 1477 


SEE 


SECURITIES ACT OF 1933 
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Litigation Release No. 8066/ August 15, 1977 


SEC v. CHAMLEE, FRANKS, MILLER & RUSSELL, 
INC. 


(N.D. GA. C77-1288A) 


Jule B. Greene, Administrator of the Commission’s 
Atlanta Regional Office, announced that on August 5 a 
complaint was filed in the U.S. District Court for the 
Northern District of Georgia, Atlanta Division, seeking 
preliminary and permanent injunctions against 
Chamlee, Franks, Miller & Russell, Inc., a Georgia 
corporation, and Frank Costantino, its president, for 
alleged violations of the Investment Advisers Act of 
1940 (‘‘Advisers Act’’) and the Securities Exchange Act 
of 1934 (‘‘Exchange Act’’). 


Defendants are alleged to have engaged in business as 
an investment adviser without being registered with 
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the Commission, and to have destroyed the corporate 
records contrary to the record keeping provisions of the 
Advisers Act. It is further alleged that defendants have, 
in connection with the offer and sale of interests in 
investment pools to be managed by defendants and in 
connection with the solicitation of advisory clients, 
misstated and omitted to state material facts, including 
but not limited to: (1) that they have investment 
advisory expertise and experience when, in fact, there 
was no such expertise or experience; (2) that they could 
select investments certain to yield a profit and 
published an incomplete list of past recommendations 
when, in fact, overall performance for the period 
involved yielded a loss; and (3) reported gains on an 
account when, in fact, the client’s funds had never been 
invested. 





Litigation Release No. 8067/ August 15, 1977 


SEC v. WINTERS GOVERNMENT SECURITIES 
CORPORATION, et al. 
(S. D. Fla., Civil Action No. 77-6345-Civ-JLK) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office, and William Nortman, Associate Regional 
Administrator of the Miami Branch Office of the 
Securities and Exchange Commission, jointly an- 
nounced the filing of acivil injunctive action on August 
, 1977 against Winters Government Securities 
Corporation (‘‘WGSC’’), Winters & Co., Inc. 
(‘‘Winters & Co.’’), Kenneth B. Winters (‘‘Winters’’), 
Paul E. Van Dusen (‘‘Van Dusen’’), Melvin B. Bogus 
(‘‘Bogus’’), Robert G. Cardwell (‘‘Cardwell’’), Perry E. 
Shropshire (‘‘Shropshire’’), Donald E.R. Lang 
(‘‘Lang’’), and Donald Hawkins (‘‘Hawkins’’). 


The Commission’s complaint alleged that in connection 
with the offer, purchase and sale of exempt United 
States government securities, primarily Government 
National Mortgage Association (‘‘GNMA’’) mortgage- 
backed securities for delayed or forward delivery and 
payment, from August 1, 1976 and thereafter, WGSC, 
an unregistered broker-dealer, Winters and Van 
Dusen, the principal stockholders of Winters & Co., 
and officers and directors of WGSC and Winters & Co., 
Bogus, the sales manager of WGSC, and Cardwell, 
Shropshire, Lang and Hawkins, salesmen at WGSC, 
violated and aided and abetted in violations of Section 
17(a) of the Securities Act of 1933, Section 10(b) of the 
Securities Exchange Act of 1934, and Rule 10b-5 
promulgated thereunder. 


Specifically, the complaint alleged that the defendants, 
who primarily sold the GNMA securities to national and 
state banks, savings and loan associations, and credit 





unions, violated the anti-fraud provisions of the federal 
securities laws by, among other things, (i) employing 
‘boiler-room’’ sales techniques such as the utilization 
of untrained and unsupervised salesmen, high pressure 
sales solicitation, and the recommendation of 
speculative trading methods without regard for the 
customers’ financial condition, and without disclosing 
the risks of trading GNMA securities for delayed 
delivery; (ii) charging and paying customers unfair 
prices for the GNMA securities, not reasonably related 
to the current prevailing market price; (iii) utilizing 
‘*sham’’ accounts for the sole purpose of generating 
profits and commissions; (iv) improperly promoting 
certain financing arrangements called repurchase and 
reverse repurchase agreements to entice customers 
into purchasing excessive amounts of GNMA 
securities; (v) making untrue statements of material 
facts concerning profits, trading methods, and safety of 
investments, and (vi) omitting to state necessary and 
material facts concerning prices, financing arrange- 
ments, the financial condition of customers, and the 
financial condition of WGSC since certain customers 
who purchased GNMA securities were financially 
incapable of taking delivery of the securities or 
satisfying a loss, and that in the event customers could 
not pay for securities purchased or satisfy losses, 
WGSC did not have sufficient capital to pay for the 
securities it had purchased from other dealers, which it 
had contemporaneously sold to its customers. 





Litigation Release No. 8068/August 17, 1977 


UNITED STATES v. TED A. ENGLAND (D. Nev. 
CR-LV 77-74) 


Lawrence Semenza, U.S. Attorney for the District of 
Nevada and Robert H. Davenport, Administrator, of 
the Denver Regional Office of the Securities and 
Exchange Commission, announced that on June 27, 
1977 Chief Judge Roger D. Foley accepted a plea of 
nolo contendere from Ted A. England, Las Vegas, to 
one count of securities fraud in the offer and sale of 
World Wholesale, Inc. common stock. On August 8, 
1977 Judge Foley imposed a sentence of three years 
probation upon England. 


For further information see Litigation Release Nos. 
6301, 6361, 6443, 6455, 6489, 6523, 6753 and 6971. 





Litigation Release No. 8069/ August 17, 1977 


SEC v. CONSTITUTION MINT, INC., ET AL., (D. 
UTAH, CENTRAL DIVISION, C 74-354) 


Robert H. Davenport, Regional Administrator of the 
Denver Regional Office of the Securities and Exchange 
Commission today announced that on May 1, 1977 and 
July 15, 1977, respectively, Federal District Judge 
Willis W. Ritter, at Salt Lake City, Utah, entered Final 
Judgments of Permanent Injunction against Constitu- 
tion Mint, Inc. and Rodney B. Beyer, enjoining them 
from violating the registration and antifraud provisions 
of the federal securities laws in connection with the 
offer and sale of silver securities or any other securities. 


The Commission’s complaint alleged, among other 
things, that the defendants offered and sold securities 
issued by Constitution Mint, Inc., Silver Bullion 
Exchange, Inc., and the defendants, namely 
investment contracts, evidences of indebtedness, 
certificates of interest or participation in profit sharing 
agreements, and interests and instruments commonly 
known as a security in the form of silver sales 
agreements, consisting of representations, agree- 
ments, and services which were to be provided by the 
defendants. 


The Commission’s complaint further alleged that the 
defendants omitted to state, among other things, there 
was and is a high risk that Constitution Mint, Inc. and 
Silver Bullion Exchange, Inc. would not be able to meet 
their obligations to the investors. 


Constitution Mint, Inc. and Rodney B. Beyer both 
consented to the entry of the permanent injunctions 
against them without admitting or denying the 
allegations of the complaint other than admitting the 
jurisdictional allegations contained therein. 


For further information see Litigation Release Nos. 
6586, 6679 and 6737. 





Litigation Release No. 8070/ August 16, 1977 


SEC v. CHAMLEE, FRANKS, MILLER & RUSSELL, 
INC. 
(N.D. GA C77-1288A) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission 
announced that on August 8, 1977 the Honorable 
Charles A. Moye, Jr., United States District Court 
Judge for the Northern District of Georgia, issued an 
order preliminarily and permanently enjoining 
Chamlee, Franks, Miller & Russell, Inc. (a Georgia 
corporation) and Frank Costantino (its president), both 
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of Aiken, South Carolina, from violations of the 
anti-fraud provisions of the Securities Exchange Act of 
1934 and the registration, record keeping and 
anti-fraud provisions of the Investment Advisers Act of 
1940. Chamlee, Franks, Miller & Russell, Inc. and 
Frank Costantino both consented to the entry of the 
order. 





For further information see Litigation Release No. 


Litigation Release No. 8071/August 17, 1977 


SEC v. CENTURY MORTGAGE CO., LTD., ET AL. (D. 
UTAH, C-77-0049) 


Robert H. Davenport, administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, today announced that on July 29, 1977, 
the Honorable Aldon J. Anderson, United States 
District Court Judge of the District of Utah, issued an 
Order of Permanent Injunction by Default against 
Johney B. Kearney, Jr., of Salt Lake City, Utah. The 
Order permanently enjoins the defendant from 
violating the registration and anti-fraud provisions of 
federal securities laws in connection with the offer and 
sale of capital notes of Century Mortgage Co., Ltd., 
investment contracts, and evidences of indebtedness, 
or any other security. 


For further information see Litigation Release Nos. 
7801, 7814, 7845 and 7975. 





Litigation Release No. 8072/ August 17, 1977 


Securities and Exchange Commission v. Micro- 
Therapeutics, Inc., et al., (Civil Action No. 77-1424 
United States District Court for the District of 
Columbia) 


The Securities and Exchange Commission announced 
the filing of a complaint in the United States District 
Court for the District of Columbia today seeking to 


enjoin: Micro-Therapeutics, Inc. (‘‘Micro’’), Steven 
G.Weil — Micro’s president and largest shareholder, 
Dr. Edward Settel (‘‘Settel’’?) — Micro’s founder and 
former president, Alfred P. Herbert (‘‘Herbert’’) and 
Othmar Staub (‘‘Staub’’) — Swiss bankers, European 
Investments, Ltd. (‘‘European Investments’) — a 
Bahamian corporation purportedly owned partly by 
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Staub, Martin H. Meyerson & Co., Inc. (‘‘Meyerson & 
Co.’’) — a registered broker/dealer and Martin H 
Meyerson (‘‘Meyerson’’) — its president, from furthe. 
violations of various provisions of the federal securities 
laws as well as requesting certain ancillary relief. 


The complaint, in seeking to enjoin defendants Micro, 
Weil, Meyerson, Herbert, Staub, Meyerson & Co., 
European Investments and Settel from further 
violations of the antifraud provisions of the Securities 
Act of 1933 [Section 17(a)] and the Securities Exchange 
Act of 1934 [Section 10(b)], alleges, among other 
things, that these defendants variously engaged in a 
scheme to defraud by, among other things: 


(a) manipulating the market price of Micro’s stock 
upward; 


(b) making materially false and misleading statements 
to investors concerning Micro; 


(c) offering the securities of Micro to the public based 
on a materially false and misleading registration 
statement and prospectus; and , 


(d) filing and causing to be filed with the Commission 
and disseminating and causing to be disseminated to 
the public materially false and misleading Micro annual 
reports and proxy solicitation materials. 


With respect to the activities constituting this scheme 
to defraud the defendants individually participated in 
certain of the activities, knew of others and should have 
known if they did not know, of still others. 


Specifically, the complaint alleges that Weil, with the 
active assistance of Meyerson, Meyerson & Co., 
Herbert, Staub, European Investments and others 
engaged in a scheme to manipulate the market price of 
Micro’s shares upward, in part, to facilitate a public 
offering of Micro stock in June 1972. The complaint 
further alleges that from June 1970 to June 1972, the 
defendants artifically increased the price of Micro’s 
stock from approximately $6 per share to approximately 
$25 per share; and that as part of the scheme, European 
investments sold approximately 25,000 Micro shares in 
June, 1972 public offering realizing proceeds of over 
1/2 million dollars. 


In addition, the complaint charges that Weil, Meyerson 
and Settel, in furtherance of the scheme to defraud, 
made materially false and misleading statements to 
prospective Micro investors concernig, among other 
things, Micro’s financial condition and the effective- 
ness of its products. 


It is further alleged that, as part of the scheme, Micro, 
Weil and Settel sold Micro securities to the public in <¢ 
registered offering in June 1972 based on a false and 





misleading registration statement and prospectus and 
that subsequently these defendants issued false and 
misleading Micro annual reports and proxy solicitation 
materials. These documents were false and misleading 
in that, among other things, they failed to disclose the 
scheme previously described and the roles of Weil And 
Settel therein. 


In other counts of the complaint Micro, Weil and Settel 
are charged with violations of the registration [Section 
5(b)], reporting [Section 13 (a)] and proxy solicitation 
[Section 14 (a)] provisions of the Exchange Act. 


Finally, the complaint alleges that Meyerson and 
Meyerson & Co. violated the record keeping 
requirements of the Exchange Act [Section 17(a)] in 
that certain brokerage records required to be kept by 
Meyerson & Co. were destroyed at Meyerson’s 
direction. 


In addition to seeking injunctive relief against the 
defendants, the complaint also request that the court 
grant certain ancillary relief including: 


1. An order compelling defendant Micro to rescind the 
company’s June 1972 public offering; 


2. An order compelling defendants Weil, Meyerson, 
Herbert, Staub, European Investments, Meyerson & 
Co. and Settel to disgorge any and all proceeds derived 
‘from their unlawful activities with respect to Micro’s 
June, 1972 public offering; and 


3. Anorder prohibiting defendant Weil from assuming 
a position as either an officer or director of any public 
company. 





Litigation Release No. 8073/ August 18, 1977 


Securities and Exchange Commission v. FISCO, Inc., et 
al. 

(United States District Court for the District of 
Columbia, Civil Action No. 77-1426) 


The Securities and Exchange Commission (the 
‘“Commission’’) announced today that it has filed a 
civil injunctive action in the United States District Court 
for the District of Columbia against FISCO, Inc. 
(‘‘FISCO’’), a Pennsylvania Corporation, William 
Rush, (‘‘Rush’’), a founder, director and former 
president of FISCO; Robert J. Reilly (‘‘Reilly’’), a 
director and former officer of FISCO; Leonard J. 
Connolly (‘‘Connolly’’), a former officer of FISCO and 
its sole employee; Richard C. Mitchell (‘‘Mitchell’’), a 
former officer of FISCO; Robert K. Greenfield 
(‘‘Greenfield’’), formerly FISCO’s Chairmar of the 


Board and a member of a law firm which represented 
FISCO; and Lawrence J. Lee (‘‘Lee’’), also a former 
member of that law firm. The injuntive action involves 
allegations of violations of the anti-fraud and reporting 
provisions of the federal securities laws. 


|. Summary of Complaint 


FISCO, an automobile insurance holding company, first 
went public through an offering in November, 1970. 
FISCO’s second public offering occurred in December, 
1971, From the time of its first public offering, FISCO 
reported substantial increases in income. FISCO 
initially reported income of approximately $1.9 million 
for the first six months of 1973. However, in October 
1973 FISCO reported that it would incur substantial 
losses for the first three quarters of 1973 and for the 
year. In early 1974 FISCO reported that, for the year 
1973, it had operating losses of approximately $39 
million. That loss completely wiped out all previous 
earnings. 


The Commission’s complaint alleges that, during the 
period in which it was reporting substantial increases in 
earnings, in fact, FISCO should have been reporting 
substantial losses. As a result, all of FISCO’s filings 
with the Commission, including the prospectus used in 
FISCO’s second public offering were materially false 
and misleading. In addition, the prospectus and other 
filings and public statements of FISCO, according to 
the Complaint, contained materially false and 
misleading statements and omissions concerning, 
among other things, the nature of FISCO’s business. 


The Commission’s complaint also alleges that the 
prospectus, as well as other public statements of 
FISCO, was materially false and misleading as a result 
of failing to disclose -the true state of facts in connection 
with the transfer of liability for a substantial bloc of 
insurance to FISCO’s wholly-owned insurance 
subsidiary, Gateway Insurance Company, on Septem- 
ber 30, 1971. According to the complaint, the reserves 
for claims attributable to such insurance, as audited by 
an independent certified public accounting firm, were 
materially deficient. As a result , FISCO’s income for 
the current period reflected in the prospectus was 
overstated by approximately $4 million. 


The complaint further alleges that, in order to report 
income improperly, FISCO used a variety of devices, 
primarily the understatememt of reserves for losses. 
The methods by which FISCO understated loss reserves 
ranged from management orders to reduce reserves to 
the deliberate adoption of computer programs designed 
to prohibit reserve increases. 


The complaint alleges that Lee prepared and Greenfield 


reviewed opinion with respect to FISCO’s acquisition of 
Prestige Casualty Company, and Illinios insurance 
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company. The opinions contained certain statements 
which Lee and Greenfield knew or should have known 
were factually false. According to the complaint, the 
opinions were one of the bases upon which FISCO’s 
accountants permitted FISCO wrongfully to include in 
its finaricial statements material amounts of Prestige’s 
income. As a result, FISCO’s income for the year 1972 
was materially overstated. 


ll. THE FINAL JUDGMENTS OF PERMANENT 
INJUNCTION 


Simultaneouly with the filing of the Commission’s 
complaint each of the defendants, without admitting or 
denying the allegations in the complaint except as to 
jurisidiction, consented to the entry of Judgments of 
Permanent Injunction enjoining them from violations of 
the antifraud and reporting provisions of the Securities 
Act of 1933 and the Securites Exchange Act of 1934. 


In addition to the Judgments of Permanent Injunction, 
the Court ordered that, except with respect to FISCO, 
Messrs. Rush, Reilly and Connolly shall not act as 
officers or directors or make any significant policy deci- 
sion or prepare or be responsible for the preparation 
of financial statements of any publicly held company. 
The Court also ordered that Mitchell shall not act as an 
officer of director of any publicly held company. 


Messrs. Lee and Greenfield represented, in 
Stipulations filed with the Court, that they do not 
practice before the Commission. They agreed to give 
prior written notice to the Commission in the event that 
they intend to practice before the Commission and that, 
in the event that such prior written notice is given 
within three (Greenfield) or two (Lee) years, the 
Commission may use the entry of the Judgment as the 
sole basis for a proceeding pursuant to Rule 2(e) of the 
Commission’s rules of practice. They also represented 
that there were certain mitigating facts. The 
Commission represented that if has no _ present 
intention of instituting proceedings under Rule 2(e). 
Rule 2(e) is the Commission’s rule governing 
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suspension and disbarment of persons appearing 
before the Commission. 





Litigation Release No. 8074/August 18, 1977 


SEC v. JAMES A. FINAN & CO., INC., ET AL. 
[Civil Action File No. 77-1629 (D.N.J. 1977)] 


William D. Moran, Regional Administrator of the New 
York Regional Office of The Securities and Exchange 
Commission (‘‘Cotnmission’’), announced that, on 
August 10, 1977, the Commission filed a complaint in 
the United States District Court for the District of New 
Jersey charging James A. Finan & Co., Inc. 
(‘‘Registrant’’), a broker-dealer located in Jersey City, 
New Jersey with violating Sections 15(c)(3) and 17(a) of 
the Securities Exchange Act of 1934 and Rules 15c3-1, 
17a-3, 17a-4, and 17a-11 thereunder. James A. Finan 
(‘‘Finan’’), president and sole shareholder of 
Registrant, was charged with aiding and abetting the 
securities law violations by Registrant. 


In its compiaint, the Commission requested that: 


(1) a permanent injunction be issued against 
Registrant and Finan enjoining them from further 
violations of the above sections and rules; and 


(2) a temporary receiver be appointed for Registrant. 


Upon the consents of Registrant and Finan, entered 
without admitting or denying the substantive 
allegations in the Commission’s complaint. United 
States District Judge Herbert J. Stern issued a ‘‘Final 
Judgment of Permanent Injunction and Appointment of 
Receiver.’’ Bruce |. Goldstein, Esq., of the law firm of 
Saiber, Schlesinger, Satz & Goldstein, located in 
Newark, New Jersey, was appointed temporary 
receiver by Judge Stern. 
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